and operations. This is followed by a discussion of our results of operations, including results of our operating
segments, for the past two fiscal years. We then provide an analysis of our liquidity and capital resources, including
discussions of our cash flows, sources of capital and financial commitments.

The following discussions should be read in conjunction with the other sections of this Report, including the
Consolidated Financial Statements and Notes thereto appearing in Item 8 of this Report, the Risk Factors appearing
in Section 1A of this Report and the disclaimer regarding forward-looking statements appearing at the beginning of
Item 1 of this Report. Historical results set forth in Item 6 and Item 8 of this Report should not be taken as indicative
of our future operations.

Critical Accounting Policies

Revenue Recognition. We principally recognize revenue for our service offerings when third party payors
remit payment to our customers. This policy is in effect because our fees are principally contingent upon cur
customers’ collections from third parties. Due to this revenue recognition policy, our operating results may vary
significantly from quarter to quarter because of the timing of such collections by our customers and the fact that a
significant portion of our operating expenses are fixed.

Accounting for Income Taxes. At December 31, 2006, we have cumulative federal net operating loss carry-
forwards of $13.6 million. In addition to other items expensed for financial reporting purposes that were not
currently deductible for tax purposes, these net operating loss carryforwards result in gross deferred tax assets. We
must assess the likelihood that the gross deferred tax assets, net of any deferred tax liabilities, will be recovered from
future taxable income and to the extent we believe the recovery is not likely, we have established a valuation
allowance,

Significant management judgment is required in determining this valuation allowance. We have recorded a
valuation allowance of $2.7 million as of December 31, 2006, due to uncertainties related to our ability to utilize
some of our deferred tax assets, primarily consisting of the capital loss carryforward from the sale of Accordis before
it expires. The valuation allowance is based on our estimate of taxable capital gains and the period over which the
net deferred tax assets will be recoverable. In the event that these estimates differ or we adjust these estimates in
future periods we may need to adjust the valuation allowance which could materially impact our financial position
and results of operations.

Conversely, if we are profitable in the future at levels that cause management to conclude that it is more
likely than not that we will realize all or a portion of the net deferred tax assets, for which a valuation is currently
provided, we would record the estimated net realizable value of the net deferred tax asset at that time and would then
provide income taxes at a rate equal to our combined federal and state effective rate of approximately 42%.

The net deferred tax asset as of December 31, 2006 was $7.2 million, which is net of a valuation allowance
of $2.7 million.

Valuation of long lived and intangible assets and goodwill. Goodwill, representing the excess of acquisition
costs over the fair value of net assets of acquired businesses, is not amortized but is reviewed for impairment at least
annually and written down only in the periods in which it is determined that the recorded value is greater than its fair
value. For the purposes of performing this impairment test, our business segments are our reporting units. The fair
values of those reporting units, to which goodwill has been assigned, is compared with their recorded values. If
recorded values are less than the fair values, no impairment is indicated. Since adoption, no impairment losses have
been recorded.

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying value may not be recoverable. Factors we consider important which could trigger an impairment review

include the following:

»  Significant underperformance relative to expected historical or projected future operating results;
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e  Significant changes in the manner of our use of the acquired assets or the strategy for our overall business;
e Significant negative industry or economic trends;

e  Significant decline in our stock price for a sustained period; and

s Qur market capitalization relative to net book value.

We determine the recoverability of the carrying value of our long-lived assets based on a projection of the
estimated undiscounted future net cash flows expected to result from the use of the asset. When we determine that
the carrying value of long-lived assets may not be recoverable, we measure any impairment by comparing the
carrying amount of the asset with the fair value of the asset. For identifiable intangibles, we determine fair value
based on a projected discounted cash flow method using a discount rate reflective of our cost of funds.

Estimating valuation allowances and accrued liabilities, such as bad debts, and restructuring charges. The
preparation of financial statements requires our management to make estimates and assumptions that affect the
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reported period. In particular,
management must make estimates of the uncollectability of our accounts receivable. Management specifically
analyzes accounts receivable and analyzes historical bad debts, customer concentrations, customer credit-worthiness,
current economic trends and changes in our customer payment terms when evaluating the adequacy of the allowance
for doubtful accounts. The accounts receivable balance was $30.9 million, net of allowance for doubtful accounts of
$0.5 million as of December 31, 2006,

Management has reviewed its estimates related to restructuring reserve at December 31, 2006 and believes
that the estimated liability is based on a reasonable assessment of the probable costs to be incurred. As additional
information becomes available, we may revise our estimates. Such revisions in estimates of the potential
restructuring liabilities could materially impact the results of operation and financial position.

Share-based Compensation. We adopted the provisions of, and account for share-based compensation in
accordance with, Statement of Financial Accounting Standard (“SFAS™) 123R during the first quarter of 2006. We
elected the modified-prospective method, under which prior periods are not revised for comparative purposes. Under
the fair value recognition provisions of this statement, share-based compensation cost is measured at the grant date
based on the fair value of the award and is recognized as expense on a straight-line basis over the requisite service
period, which is the vesting period.

We cutrently use the Black-Scholes option pricing model to determine the fair value of stock options. The
determination of the fair value of share-based payment awards on the date of grant using an option-pricing model is
affected by our stock price as well as assumptions regarding a number of complex and subjective variables. These
variables include our expected stock price volatility over the term of the awards, actual and projected employee stock
option exercise behaviors, risk-free interest rate and expected dividends. We are required to estimate forfeitures at
the time of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. All
share based payment awards are amortized on a straight-line basis over the requisite service periods of the awards,
which are generally the vesting periods.

If factors change and we employ different assumptions for estimating share-based compensation expense in
future periods or if we decide to use a different valuation model, the future periods may differ significantly from
what we have recorded in the current period and could materially affect our operating income, net income and net
income per share.

The guidance in SFAS 123R and SAB 107 is relatively new. The application of these principles may be subject
to further interpretation and refinement over time. There are significant differences among valuation models, and
there is a possibility that we will adopt different valuation models in the future. This may result in a lack of
consistency in future periods and materially affect the fair value estimate of stock-based payments. It may also result
in a lack of comparability with other companies that use different models, methods and assumptions.

See Note 12 of our Consolidated Financial Statements for further information regarding the SFAS 123R
disclosures.
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The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the
accounting treatment of a particular transaction is specifically dictated by accounting principles generally accepted in
the United States of America, with no need for management's judgment in their application. There are also areas in
which the audited consolidated financial statements and notes thereto included in this Form 10-K contain accounting
policies and other disclosures required by accounting principles generally accepted in the United States of America.

Overview

In comparing our results of operations for 2006 versus 2005, there are a number of significant items
impacting comparability. Mopost significantly, on September 13, 2006, we completed an acquisition of all of the
assets used exclusively or primarily in the Public Consulting Group, Inc. (PCG) Benefits Solutions Practice Area
(BSPA) for $81.2 million in cash, 1,749,800 shares of our common stock and a contingent cash payment of up to
$15 million if certain revenue targets are met for the twelve months ending June 30, 2007. BSPA provides a variety
of cost avoidance, insurance verification, recovery audit and related services to state Medicaid agencies, children and
family services agencies, the U.S. Department of Veterans Affairs, and the Centers for Medicare and Medicaid
Services.

The acquisition of BSPA was completed on September 13, 2006, but was effective as of August 31, 2006.
Consequently, we have included BSPA operations in our 2006 reported results for the four months ended December
2006; for that period, BSPA reported revenue of approximately $16.8 million. In its stand-alone financial statements
for its fiscal year ended June 30, 2006, BSPA revenue was approximately $48 million and its contribution margin
was approximately 40%, after adjusting for various expenses that we will not be assuming, including certain
compensation related expenses, PCG general and administrative expenses and PCG corporate overhead. In future
filings, we will not be able to disclose the stand-alone contribution margin of BSPA as we have already begun to
integrate its operations with HMS.

The purchase price of $105.6 million (including fees and expenses resulting from the acquisition of $1.3
million) was funded from existing cash resources of $41.2 million, borrowings under our Credit Agreement of $40
million and the issuance of common stock valued at $24.4 million (1,749,800 shares issued at the September 13,
2006 closing price of $13.95). As part of the accounting for the acquisition of BSPA, we are required to allocate the
purchase price to the net assets acquired at fair market value. The allocation of the purchase price is based upon
estimates of the assets and liabilities acquired in accordance with SFAS No. 141 “Business Combinations.” Our
allocation of purchase price resulted in recording approximately $62.9 million of the purchase price as goodwill.
Furthermore, the allocation of the purchase price to identifiable intangible assets resulted in $6.4 million
amortization expense in 2006. There will be approximately $4.6 million of intangible amortization expense in 2007
as a result of the BSPA acquisition. As a result of the BSPA acquisition, the Company is contingently liable for an
additional cash payment of up to $15 million if certain revenue targets are met for the twelve months ended June 30,
2007. If made, this payment will result in an increase to goodwill.

In order to finance the acquisition of BSPA, on September 13, 2006, we also entered into a credit
agreement (the Credit Agreement) among us, the several banks and other financial institutions or entities from time
to time parties thereto, and JPMorgan Chase Bank, N.A. (JPMCB), as administrative agent. The Credit Agreement
provides for a term loan of $40 million (the Term Loan) and revolving credit loans of up to $25 million (the
Revolving Loan). Borrowings under the Credit Agreement mature on September 13, 2011. Interest expense under the
Credit Agreement for 2006 was approximately $955,000. As a result of utilizing existing cash to fund a portion of
the purchase price, we anticipate that there will be a significant reduction in the amount of interest income that we
report in future periods from historical levels.

We are currently engaged in several initiatives to integrate BSPA and HMS operations. Our primary focus
in this effort is to insure that we continue to deliver quality service to our customers. As the economics of the
acquisition were not predicated on cost synergies, and while we believe that we will ultimately realize cost synergies,
that will not be our primary focus in 2007. We are engaged in a best practices evaluation of all services delivered by
both BSPA and HMS to identify the most desirable ways we are serving our clients so that they can be consistent
throughout the combined operations. We are also looking at revenue synergies that can be attained by applying
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HMS knowledge and practices to BSPA data and clients, and BSPA knowledge and practices to HMS data and
clients. We anticipate that we will begin to realize revenue from this process in 2007. Additionally, we have engaged
outside consultants to evaluate the information technology operations of both entities and develop a strategic plan for
incorporating technology into our service delivery model. We don’t anticipate any significant results from this
evaluation until late in 2007 or early 2008.

There are also some other factors that impact the comparability of our results of operations between 2006
and 2005. These include:

We adopted the provisions of, and account for share-based compensation in accordance with Statement of
Financial Accounting Standard (“SFAS”) 123R during the first quarter of 2006. We elected the modified-prospective
method, under which prior periods are not revised for comparative purposes. Under the fair value recognition
provisions of this statement, stock-based compensation expense is measured at the grant date based on the fair value
of the award and is recognized as expense on a straight-line basis over the requisite service period, which is the
vesting period. Accordingly, we recognized approximately $1.7 million of stock compensation expense in 2006 with
no comparable amount in the prior periods.

Prior year effective tax rate computations were favorably impacted by reductions in valuation allowances
associated with the Company’s return to profitability and being able to demonstrate the ability to realize the value of
net operating loss carryforwards previously reserved by a valuation allowance. There were no reductions in
valuation allowance in 2006 and as a result, in 2006 our effective tax rate increased to approximately 42.2% from the
prior year rate of 5.2%. The effective rate of 42.2% in 2006 resulted in $3.6 million of expense, an increase of $3.1
million assuming the prior year effective rate of 5.2%.

The net assets and results of operations of BSPA are presented in our segment reporting as part of HMS as
BSPA is principally engaged in providing services to state Medicaid agencies similar to the services provided by
HMS.

It should be noted that the nature of our business sometimes leads to significant variations in revenue flow.
For example, since we receive contingency fees for nearly all our services, we recognize revenue only after our
clients have received payment from a third party. In addition, much of our work occurs on an annual or project-
specific basis, and does not necessarily recur monthly or quarterly, as our operating expenses do.

The following discussions reflect the results of Accordis as discontinued operations in all periods presented.
For periods prior to August 31, 2005 (the date of the sale of Accordis), the results of Accordis presented as
discontinued operations include that portion of corporate overheads directly attributable to Accordis. Concurrent
with the Accordis sale, we also entered into several other agreements including (i) a three year Data Services
Agreement (DSA), terminable no earlier than August 31, 2007, to provide data processing services to Accordis
Holding Corp.(AHC), the purchaser of Accordis, for $2.7 million per annum, and (ii) a Sublease Agreement with
AHC for the portion of one floor at its headquarters previously occupied by the Accordis business for 18 months at
an annual rent of $0.2 million. As the continuing operations are providing services to Accordis under these
agreements, in periods subsequent to August 31, 2005, costs previously attributed to discontinued operations are now
presented as part of continuing operations.
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Years Ended December 31, 2006 and 2005

Continuing Operations:

The following table sets forth, for the periods indicated, certain items in our Consolidated Statements of
Income expressed as a percentage of revenue:

Years ended
December 31,

2006 2005

Revenue 100.0% 100.0%
Cost of services:

Compensation 43.9% 44.9%

Data processing T.7% 8.0%

Occupancy 7.2% 7.8%

Direct project costs 15.7% 16.3%

Other operating costs 9.3% 10.4%

Amortization of intangibles 1.3% -
Total cost of services 91.1% 87.4%
Operating income 8.9% 12.6%
Interest expense -1.1% -
Net interest income 1.9% 2.1%
Income from continuing operations before income taxes 9.7% 14.7%
Income taxes -4.1% -0.8%
[ncome from continuing operations 5.6% 13.9%
Income from discontinued operations 0.4% 1.4%
Loss on sale of discontinued operations - -1.9%
Net income 6.0% 13.4%

Operating Results

Revenue for the year ended December 31, 2006 was $S87.9 million, an increase of $27.9 million or 46.5%
compared to revenue of $60.0 million in the prior fiscal year ended December 31, 2005.

HMS, which provides third party liability identification and recovery services to state Medicaid agencies
and managed care plans, generated revenue of $77.3 million in 2006, a $25.7 million or 49.9% increase over the
prior year revenue of $51.6 million. Revenue from contracts obtained with the BSPA acquisition was approximately
$16.8 million. Exclusive of BSPA, HMS revenue increased by 17.3% from the prior year and the following
discussion excludes revenue from BSPA contracts. Revenue from managed care plans in 2006 was $7.6 million, an
increase of $6.1 million from the prior year revenue. At December 31, 2006, we had 19 managed care plan clients
with approximately 7.0 million lives under contract and approximately 2.0 million of those lives were revenue
generating for HMS. Revenue from state Medicaid agencies increased by $7.9 million across the comparable client
base reflecting specific non-recurring revenue opportunities with certain clients based on their particular needs,
differences in the timing of when client projects were completed in the current year compared to the prior year, and
changes in the volume, yields and scope of client projects. Non-recurring revenue opportunities are generally
situations where we have an opportunity to earn additional revenue from a client that we do not expect will recur in
the current year or that did not exist in the prior year. Revenue from two new state contracts executed in 2003 was
$1.7 million. Partially offsetting these increases was a $6.8 million net decrease in revenue related to two clients
whose contracts expired but for which revenue continued through the second quarter of this year. Both of these
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contracts were part of the contracts acquired with the BSPA business, but at lower fee rates than our expired contract
rates.

RSG, which provides reimbursement services for hospitals, generated revenue of $7.9 million in 2006, a
$0.4 million or 5.1% increase from the prior year revenue of $7.5 million. Revenue growth from 8 new customers
generating $0.7 million of new revenue was partially offset by decreases of $0.1 million across the comparable client
base and $0.2 million due to an expired contract.

In 2006, we recorded $2.7 million of revenue from the data processing services performed for Accordis, an
increase of $1.8 million as the prior year only included the four-month period subsequent to the sale of Accordis.

Compensation expense as a percentage of revenue was 43.9% in the current year compared to 44.9% in the
prior year and for 2006 was $38.5 million, an increase of $11.6 million, or 43.1% from the prior year period expense
of $26.9 million. In the current year, a $1.7 million expense related to stock option awards as required by SFAS
123R was recorded. Excluding the impact of SFAS 123R, compensation increased 36.8%. This increase resulted
principally from higher headcount. For the year ended December 31, 2006, we averaged 435 employees, a 40.3%
increase over the year ended December 31, 2005, during which we averaged 310 employees. A greater
concentration of service center employees in 2006 at lower salary rates more than offset the cost of general increases
in compensation rates and benefit costs.

Data processing expense as a percentage of revenue was 7.7% in the current fiscal year compared to 8.0%
in the prior fiscal year and for 2006 was $6.8 million, an increase of $2.0 million or 42.1% compared to the prior
year expense of $4.8 million. Revenue growth drove the need for increased capacity in our mainframe environment.
Equipment and software required for our mainframe platform upgrade, principally acquired in the last quarter of
2003, was brought online in early 2006 and resulted in expense increases of $1.1 million. Last year’s expense
included a credit of approximately $0.3 million for data processing expense charged to discontinued operations.
Finally, expense increases of $0.6 million resulted from disaster recovery enhancements, data communications and
network upgrades, together with PC replacements and purchases for new hires.

Occupancy expense as a percentage of revenue was 7.2% in the current year compared to 7.8% in the prior
year and for 2006 was $6.3 million, an increase of $1.6 million or 35.4% from the prior year expense of $4.7 million.
This increase reflected a $0.8 million increase related to additional rent and associated expenses resulting from our
BSPA acquisition and other office expansions, including increases in depreciation expense for telephone and office
equipment, office equipment rental and real estate taxes.

Direct project expense as a percentage of revenue was 15.7% in the current year compared to 16.3% in the
prior year and for 2006 was $13.8 million, an increase of $4.1 million or 41.4% from the prior fiscal year expense of
$9.8 million. A $2.8 million expense increase was associated with the BSPA contracts. A $1.8 million expense
increase was associated with the HMS projects resulting from increased subcontractor participation, temporary help,
and keypunch expense related to revenue growth. RSG direct costs decreased by $0.5 million due to decreases in
bad debt, consulting and legal expenses.

Other operating expenses as a percentage of revenue were 9.3% in the current year compared to 10.4% in
the prior year and for 2006 were $8.1 million, an increase of $1.9 million or 30.8% compared to the prior year
expense of $6.2 million. This increase resulted from a $1.2 million increase in temporary help and consultant
expenses, a $0.6 million increase in travel expenses, and a total $0.8 million increase for staff development, public
company expenses, supplies and other miscellaneous expense. Partially offsetting these increases were a $0.5
million decrease in legal fees, and a $0.4 million decrease in insurance expenses substantially resulting from a
settlement.

Amortization of acquisition-related intangibles as a percentage of revenue was 7.3% for 2006. There was
no amortization of acquisition-related intangibles in 2005. Amortization of intangibles expense of $6.4 million
primarily consists of amortization of work-in-progress inventory of $4.9 million and customer relationships of $1.3
million resulting from the purchase of BSPA.
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Operating income for the year ended December 31, 2005 was $7.8 million compared to $7.6 million for the
prior year, HMS had an operating profit of $23.3 million for the year ended December 31, 2006 compared to $21.3
million in the prior year. The increase in HMS operating profitability resulted from revenue growth (including
BSPA revenue), partially offset by $6.4 million in amortization of acquisition-related intangibles, increased direct
costs and compensation expense as discussed above, RSG had an operating margin of $2.9 million for the year ended
December 31, 2006 compared to $2.8 million for the prior year. Costs associated with data processing and general
and administrative expenses were $18.4 million for the year ended December 31, 2006 compared to $16.5 million in
the prior year. Approximately $1.7 million of this increase is due to stock options expense recognized in 2006.

Interest expense of $1.0 million for 2006 is attributable to borrowings under the Term Loan used to finance
a portion of the BSPA acquisition. Future interest expense will increase over the current vear period, as interest was
only incurred from September 13, 2006 through year-end. Interest income was $1.7 million for 2006 compared to
net interest income of $1.2 million for 2005. Net interest income in fiscal year 2006 compared to the prior year
reflected an increase in market rates and an overall increase in cash, cash equivalents and short-term investments
prior to the BSPA acquisition. With the completion of the BSPA acquisition, we anticipate that net interest income in
future periods will not be material.

Income tax expense of $3.6 million was recorded in 2006, an increase of approximately $3.1 million
compared to 2005 principally due to a deferred tax provision in 2006. In both 2006 and 2005, our current tax
provision principally arose from alternative minimum tax requirements and state tax liabilities as we had available
NOLs to offset current taxable income. In 2005, we recognized decreases in the valuation allowances associated with
our ability to utilize NOLs and as a result, no deferred tax provision was recognized in 2005. In 2006, there were no
further reductions in our remaining valuation allowance and our deferred tax provision principally relates to the
utilization of net operating loss carryforwards, previously recorded as deferred tax assets, to offset current taxable
income. Effectively, our available NOLs are reducing our income on a cash basis (resulting in our paying cash taxes
under the AMT system) but the utilization of NOLs previously recorded in deferred tax assets results in a deferred
tax provision. The principal difference between the statutory rate of 34% and our effective rate of 42.2% is state
income taxes.

Income from continuing operations was $4.9 million in the current year compared to $8.3 million in the
priot year. The $3.4 million decrease in income largely reflects the amortization of acquisition-related intangibles,
the increase in the effective tax rate and interest expense resulting from our new Term Loan, partially offset by the
favorable operating margin impact of increased revenue.

As more fully discussed in Item 1. Business, and in Note 1(b) and Note 14(b) of the Notes to Consolidated
Financial Statements, we reported the results of Accordis as discontinued operations for all periods presented.
Income from discontinued operations in 2006 of $0.4 million resulted from the resolution of a contingent liability
issue in 2006 and from the Accordis note receivable being paid off early and the remaining unamortized discount on
note receivable was recorded as income.
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Years Ended December 31, 2005 and 2004

Continuing Operations:

The following table sets forth, for the periods indicated, certain items in our Consolidated Statements of
Operations expressed as a percentage of revenue:

Years ended
December 31,

2005 2004

Revenue 100.0% 100.0%
Cost of services:

Compensation 44.9% 45.7%

Data processing 8.0% 7.9%

Occupancy 7.8% 8.2%

Direct project costs 16.3% 16.9%

Other operating costs 10.4% 11.1%
Total cost of services 87.4% 89.8%
Operating income 12.6% 10.2%
Net interest income 2.1% 0.6%
Income from continuing operations before income taxes 14.7% 10.8%
Income taxes -0.8% -0.2%
Income from continuing operations 13.9% 10.6%
Income from discontinued operations 1.4% 4.8%
Loss on sale of discontinued operations -1.9% -
Net income 13.4% 15.4%

Operating Results

Revenue for the year ended December 31, 2005 was $60.0 million, an increase of $9.6 million or 19.0%
compared to revenue of $50.5 million in the prior fiscal year ended December 31, 2004,

HMS, which provides third party liability identification and recovery services to state Medicaid agencies
and managed care plans, generated revenue of $51.6 million in 2005, a §7.6 million or 17.4% increase over the prior
year revenue of $44.0 million. Revenue from state Medicaid agencies increased by $4.6 million across the
comparable client base reflecting specific non-recurring revenue opportunities with certain clients based on their
particular needs, differences in the timing of when client projects were completed in 2005 compared to the prior
year, and changes in the volume, yields and scope of client projects. Non-recurring revenue opportunities are
generally situations where we have an opportunity to earn additional revenue from a client that we do not expect will
recur or that did not exist in the prior year. Included in revenue generated from the comparable client base was $8.6
million of revenue for a client whose contract has expired. Revenue from this client continued through the second
quarter of 2006, In addition, $1.6 million of the revenue increase in 2005 resulted from service expansions for two
existing state clients, Finally, revenue from managed care plans in 2005 was $1.4 million, an increase of $1.3
million from the prior year revenue. At December 31, 2005, we had 11 managed care plan clients that contributed
$1.0 million of revenue in the last quarter of 2005 out of the total $1.4 million of managed care revenue for the entire
year.

RSG, which provides reimbursement services for hospitals, generated revenue of $7.5 million in 2005, a

$1.0 million or 16.0% increase from the prior year revenue of $6.5 million. This growth primarily reflected an
merease of $2.2 million across the comparable client base resulting from the cost report adjudication timetable of the
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Medicare intermediaries. Additional revenue for 2005 included a $0.3 million increase from the addition of several
low volume clients and expansions in the scope of service provided to to an existing customer. During 2005,
revenue decreased by $1.5 million related to two contract terminations.

In 2005, we recorded $0.9 million of revenue from the data processing services performed for Accordis for
the four-month period subsequent to the sale of Accordis.

Compensation expense as a percentage of revenue was 44.9% in 2005 compared to 45.7% in the prior year
and for 2005 was $26.9 million, an increase of $3.9 million, or 16.8% from the prior year period expense of $23.1
million, This dollar increase resulted principally from higher headecount: for the year ended December 31, 2003, we
had an average of 310 employees, compared to an average of 270 employees for the year ended December 31,
2004, an increase of 15.0%. Additionally, compensation expense increased due to general increases in
compensation rates, the cost of employee benefits and a $0.6 million separation payment to the Company’s
Chairman of the Board.

Data processing expense as a percentage of revenue was 8.0% in 2005 compared to 7.9% in the prior fiscal
year and for 2005 was $4.8 million, an increase of $0.8 million or 20.2% compared to the prior year expense of $4.0
million. This increase is primarily due to the cost of increased capacity in our mainframe environment operation
driven by increased revenue in the HMS business, together with expenses related to migrating operations from the
mainframe environment to a primarily server based platform. At the end of 2005, we purchased and brought online
in early 2006 sufficient mainframe capacity to handle our projected transaction volumes until we complete the server
migration project in 2008,

Occupancy expense as a percentage of revenue was 7.8% in 2005 compared to 8.2% in the prior year and
for 2005 was $4.7 million, an increase of $0.5 million or 12.3% from the prior year expense of $4.2 million. This
net increase principally reflects additional occupancy costs for continuing operations over and above sublease
income charged to the new owners of Accordis.

Direct project expense as a percentage of revenue was 16.3% in 2005 compared to 16.9% in the prior year
and for 2005 was $9.8 million, an increase of 51.3 million or 14.7% from the prior fiscal year expense of $8.5
million. This increase reflects a $1.1 million increase in expense related to HMS and a $0.2 million increase in
expense related to RSG. The HMS increase resulted from the participation of subcontractors in the delivery of
services related to revenue growth. The RSG increase was principally due to $0.2 million in bad debt expense.

Other operating expenses as a percentage of revenue were 10.4% in 2005 compared to 11.1% in the prior
year and for 2005 were $6.2 million, an increase of $0.6 million or 12.0% compared to the prior year expense of
$5.6 million. This net increase primarily resulted from increased professional fees associated with state and federal
procurements and new business development expenses.

Operating income for the year ended December 31, 2005 was $7.6 million compared to $5.1 million for the
prior year. HMS had an operating profit of $21.3 million for the year ended December 31, 2005 compared to $18.7
million in the prior year. The increase in HMS operating profitability largely reflects the increase in revenue
partially offset by increased direct costs and compensation expense as discussed above. RSG had an operating
margin of $2.8 million for the year ended December 31, 2005 compared to $2.6 million for the prior year. Costs
associated with data processing and general and administrative expenses were $17.4 million for the year ended
December 31, 2005 compared to $16.2 million in the prior year. Subsequent to the sale of Accordis, data processing
costs that were previously attributable to discontinued operations are allocable to continuing operations and are
billed to Accordis.

In 2005 and 2004, our income tax expense principally consisted of an alternative minimum tax liability and
state taxes. We recognized decreases in the valuation allowance related to our ability to realize our deferred tax
assets of $2.2 and $1.4 million for the years ended December 31, 2005 and 2004, respectively, resulting from our
utilization of net operating loss carry-forwards (NOLs) to offset taxable income. At December 31, 2005, we had a
valuation allowance of $3.3 million. The sale of Accordis resulted in a capital loss of $7.4 million, which can be
carried forward for five years and produced a deferred tax asset of $3.0 million. We believe the available objective
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evidence, principally the capital loss carryforward being utilizable to offset only future capital gains, creates
sufficient uncertainty regarding the realizability of its capital loss carryforward, that it is more likely than not, that
substantially all of the capital loss carryforward is not realizable. The remaining valuation allowance of $0.2 million
relates to certain state NOLs where the company doesn’t operate currently and there is sufficient doubt about the
Company's ability to utilize these NOLs, that it is more likely than not that this portion of the state NOLs are not
realizable. The Company does not anticipate that valuation allowance will be available in 2006 to reduce tax
expense.

Net interest income of $1.2 million in fiscal year 2005 compared to $313,000 in the prior year reflects a
shift to municipal auction rate securities, an increase in market rates and an overall increase in cash, cash equivalents
and short-term investments.

Income from continuing operations was $8.3 million in 2005 compared to $5.3 million in the prior year,
The $3.0 million increase in income largely reflects the increase in revenue partially offset by increases in operating
expenses as discussed above as well as the increase in net interest income.

As more fully discussed in Item 1. Business, and in Note 1(b) and Note 14(b) of the Notes to Consolidated
Financial Statements, we reported the results of Accordis as discontinued operations for all periods presented. Loss
from discontinued operations in 2005 of $0.3 million was principally attributable to a $1.2 million loss on sale that
was partially offset by income from Accordis operations prior to the sale of $0.9 million. In the prior year, Accordis
had income from operations of $2.4 million reflecting a full year of operations.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements,

Liquidity and Capital Resources

Historically, our principal source of funds has been operations and we had cash, cash equivalents and short-
term investments significantly in excess of our operating needs. These excess funds were generally invested in short-
term, interest yielding investments. To fund the BSPA acquisition, we utilized $41.2 million of our existing cash and
borrowed an additional $40 million on the Term Loan. The total of $81.2 million appears in the statement of cash
flows as cash used in investing activities. Approximately $24.4 million of the purchase price was in the form of
Company stock and as a non-cash item is not reflected in the body of the cash flow statement but is presented in the

supplemental data as a non-cash investing activity.

For the year ended December 31, 2006, cash provided by operations was $17.5 million compared to $7.1
million for the prior year period. The current year period’s difference between the §17.5 million of cash provided by
operations and net income of $5.3 million is principally due to nen-cash charges including depreciation and
amortization expense of $9.7 million (including $6.4 million of acquisition-related intangibles), stock compensation
expense of $1.7 million, deferred tax expense of $3.2 million and an increase in accounts payable and accrued
expenses of $0.3 million. These amounts were partially offset by an increase in accounts receivable of $2.1 million.
During the current year period, cash used in investing activities was $42.8 million, reflecting the purchase of BSPA
for $81.2 million in cash, which was substantially reduced by $37.5 million in net sales of short-term investments to
fund the cash consideration of the BSPA acquisition. In addition, $4.5 million was invested in property, equipment
and software development. Cash provided by financing activities of $33.7 million consisted of net proceeds of $40
million from our Term Loan and $2.9 million received from option exercises, reduced by the repayment of $8.5
million on the Term Loan.

At December 31, 2006, we had $31.5 million of debt outstanding of the $40 million term loan originally
borrowed to fund the BSPA acquisition. During 2006, we made $8.5 million of optional repayments on the Term
Loan and on January 2, 2007, we made a scheduled payment of $1.575 million, reducing outstanding debt to $29.9
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million. We made a payment of $6.0 million when the note receivable from the sale of our former Accordis
subsidiary in 2005 to AHC was paid in full as a result of a change in control of AHC and we made an additional
payment of $2.5 million from cash flow generated from operations. The Term Loan will require us to make
quarterly payments of $1.575 million, which amount is recalculated each time the Company makes an optional
payment. The bank debited the Company’s account on January 2, 2007 for the scheduled December 31, 2006
quarterly payment and accordingly there are five quarters of repayments in the current liability at December 31,
2006. The terms of the BSPA acquisition also provide for a contingent cash payment of up to $15 million if certain
revenue targets are met for the twelve months ending June 30, 2007. At December 31, 2006, our cash and cash
equivalents and net working capital were $12.5 million and $25.3 million, respectively. Although we expect that
operating cash flows will continue to be a primary source of liquidity for both our operating needs and the contingent
BSPA consideration, we also have a $25 million Revolving Credit facility available for future cash flow needs.
Operating cash flows could be adversely affected by a decrease in demand for our services. Our typical client
relationship, however, usually endures several years, and as a result we do not expect any current decrease in
demand.

The number of days sales outstanding (DSO) at December 31 2006, appears to have increased significantly
over prior periods to 126 days. Due to the timing of the BSPA acquisition, we have a mismatch between the
numerator and denominator in the DSO computation. If DSO were to be computed by annualizing fourth quarter
revenue, the DSO would decrease to approximately 83 days. We have not yet fully integrated BSPA collections into
our process and we anticipate that when we do in the first half of 2007, that DSO will be less than 80 days.

Contractual Obligations

At December 31, 2006, our primary contractual obligations, which consist of principal maturities of long-
term debt and amounts due under future lease payments, principally of facility lease obligations, are as follows (in
thousands):

Payments due by period

Less than 1 More than
Contractual obligations Total year 2-3 years 4-5 years 5 years
Operating leases $30,656 $5,990 $10,473 $8,752 §5,441
Long-term debt 31,500 7,875 12.600 11,025 :
Interest expense (1) 4,886 1,841 2,382 663 -
Total $67,042 $15,706 $25,455 $20,440 35,441

(1) Future interest payments are estimates of amounts due on long-term debt at current interest rates and
based on scheduled repayments of principal.

We have entered into sublease arrangements for some of our facility obligations and expect to receive the
following rental receipts (in thousands):

Less than More than
Total 1 Year 2-3 Years 4-5 Years 5 years
$4,198 3965 $1,153 $1,200 3880

As a result of the BSPA acquisition, we are contingently liable for an additional cash payment of up to $15
million if certain revenue targets are met for the twelve months ended June 30, 2007. The amount is not reflected in
the above table and has not been accrued for as of December 31, 2006.
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On May 28, 1997 the Board of Directors authorized us to repurchase such number of shares of our
commeon stock that have an aggregate purchase price not in excess of $10 million. On February 24, 2006 our Board
of Directors increased the authorized aggregate purchase price by $10 million to an amount not to exceed $20
million. During the year ended December 31, 2006, no purchases were made. Cumulatively since the inception of
the repurchase program, we have repurchased 1,644,916 shares having an aggregate purchase price of $9.4 million.

Inflation

Historically, inflation has not been a material factor affecting our revenue, and general operating expenses
have been subject to normal inflationary pressure. However, our business is labor intensive. Wages and other
employee-related expenses increase during periods of inflation and when shortages in the skilled labor market occur.
We also have a performance-based bonus plan to foster retention of and to incentivize certain employees.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS 157 “Fair Value Measurements”, which defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. The
provisions of SFAS 157 are effective as of the beginning of our 2008 fiscal year. We are currently evaluating the
impact of adopting SFAS 157 on our financial statements.

In June 2006, the FASB issued FASB Interpretation No. (FIN) 48, “Accounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement No. 109,” FIN No, 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax return. FIN No. 48 is effective for fiscal years beginning after December 15, 2006. We are currently
assessing the impact of FIN No. 48 and it is not expected to have a material impact on our consclidated financial
statements.

Item 7A. Quantitative and Qualitative Disclosures About Market Risks

We are exposed to changes in interest rates, primarily from our new Term Loan, and use an interest rate
swap agreement to fix the interest rate on variable debt and reduce certain exposures to interest rate fluctuations.
There is a risk that market rates will decline and the required payments will exceed those based on current market
rates on the long-term debt. Our risk management objective in entering into such contracts and agreements is only to
reduce our exposure to the effects of interest rate fluctuations and not for speculative investment. At December 21,
2006, we had total long-term debt of $31.5 million. Our interest rate swaps effectively converted $12 million of this
variable rate debt to fixed rate debt leaving approximately $19.0 million of the total long-term debt exposed to
interest rate risk. If the effective interest rate for all of our variable rate debt were to increase by 100 basis points
(1%), our annual interest expense would increase by a maximum of $190,000 based on the balances outstanding at
December 31, 2006.

Item 8. Financial Statements and Supplementary Data

The information required by Item 8 is found on pages 39 to 62 of this report.
Item 9. Changes in and Disagreements with Independent Registered Public Accounting Firm on Accounting
and Financial Disclosure

None.
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Item 9A. Controls and Procedures.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we conducted an evaluation of our disclosure controls and procedures, as such
term is defined under Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the
Exchange Act) as of December 31, 2006. Based on this evaluation, our principal executive officer and our principal
financial officer concluded that our disclosure controls and procedures were effective as of the end of the period
covered by this annual report.

Our principal executive officer and principal accounting officer also participated in an evaluation by our
management of any changes in our internal control over financial reporting that occurred during the quarter ended
December 31, 2006, That evaluation did not identify any changes that have materially affected, or are likely to
materially affect, our internal control over financial reporting.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company's internal control over financial reporting that occurred during the
quarter ended December 31, 2006 that has materially affected, or is reasonably likely to materially affect the
Company’s internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f). Under the supervision and with the participation
of our management, including our principal executive officer and principal financial officer, we conducted an
evaluation of the effectiveness of our internal control over financial reporting based on the framework in /nternal
Conirol - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in /nternal Control — Integrated Framework, our
management concluded that our internal control over financial reporting was effective as of December 31, 2006,

We acquired BSPA from Public Consulting Group, Inc. during 2006, and we excluded from our assessment
of the effectiveness of our internal control over financial reporting as of December 31, 2006, BSPA’s internal control
over financial reporting associated with total revenue of $16.8 million included in our consolidated financial
statements as of and for the year ended December 31, 2006.

Our independent auditors, KPMG LLP (KPMG), who have audited and reported on our financial
staterments, issued a report on our assessment of our internal control over financial reporting and on the effectiveness
of our internal control over financial reporting. KPMG's reports are included in this annual report.

Item 9B. Other Information

None.
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PART III
Item 10. Directors, Executive Officers and Corporate Governance

The information required by Item 10 will be included in our Proxy Statement for the 2007 Annual Meeting
of Shareholders which will be mailed within 120 days after the close of our year ended December 31, 2006, and is
hereby incorporated herein by reference to such Proxy Statement.

Item 11. Executive Compensation

The information required by Item 11 will be included in our Proxy Statement, which will be mailed within
120 days after the close of our year ended December 31, 2006, and is hereby incorporated herein by reference to
such Proxy Statement,

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by Item 12 will be included in our Proxy Statement, which will be mailed within
120 days after the close of our year ended December 31, 2006, and is hereby incorporated herein by reference to
such Proxy Statement.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by Item 13 will be included in our Proxy Statement, which will be mailed within
120 days after the close of our year ended December 31, 2006, and is hereby incorporated herein by reference to
such Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by Item 14 will be included in our Proxy Statement, which will be mailed within
120 days after the close of our year ended December 31, 2006, and is hereby incorporated herein by reference to
such Proxy Statement.

PART IV
Item 15. Exhibits and Financial Statement Schedules

A. Financial Statements, Financial Statement Schedule and Exhibits

1. The financial statements are listed in the Index to Consolidated Financial Statements
on page 31,

2. Financial Statement Schedule II — Valuation and Qualifying Accounts is set forth on
page 58. All other financial statement schedules have been omitted as they are either
not required, not applicable, or the information is otherwise included.

3. The Exhibits are set forth on the Exhibit [ndex on page 59.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

HMS Holdings Corp.
(Registrant)

By: /s/ Robert M. Holster
Robert M. Holster
Chief Executive Officer and Director

Date: March 8, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signatures Title Date

/s/ Robert M. Holster Chief Executive Officer, Chairman and March 8, 2007
Robert M. Holster Director (Principal Executive Officer)

/s/ Thomas G. Archbold Chief Financial Officer (Principal March 8, 2007
Thomas G. Archbold Financial and Accounting Officer)

/s/ James T. Kelly Director March 8, 2007

James T. Kelly

/s{ William F. Miller ITI Director March 8, 2007
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William W, Neal

/s/ Galen D. Powers Director March 8§, 2007
Galen D. Powers

/s/ Ellen A. Rudnick Director March &, 2007
Ellen A. Rudnick

/s/ Michael A, Stocker, M.DD. Director March 8, 2007
Michael A. Stocker, M.D.

/s/ Richard H. Stowe Director March 8§, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
HMS Holdings Corp.:

We have audited the consolidated financial statements of HMS Holdings Corp. and subsidiaries as listed in the
accompanying index. In connection with our audits of the consolidated financial statements, we also have audited the
financial statement schedule as listed in the accompanying index. These consolidated financial statements and
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of HMS Holdings Corp. and subsidiaries as of December 31, 2006 and 2005, and the results of
their operations and their cash flows for each of the years in the three-year period ended December 31, 2006, in
conformity with U.S. generally accepted accounting principles. Also in our opinion, the related financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly,
in all material respects, the information set forth therein.

As discussed in Note 1(m) of the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standards No. 123R, “Share-Based Payment,” as of January 1, 20006,

As discussed in Note 17 of the consolidated financial statements, the Company changed its method of quantifying
errors in 2006 with its adoption of Securities and Exchange Commission’s Staff Accounting Bulletin No. 108,
“Considering the Effects of Prior Years Misstatements and Quantifying Misstatements in Current Years Financial
Statement”, as of January 1, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of HMS Holdings Corp.'s internal control over financial reporting as of December 31,
2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO0), and our report dated March 8, 2007 expressed an
unqualified opinion on management’s assessment of, and the effective operation of, internal control over financial
reporting.

/sl KPMG LLP

New York, New York
March 8, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
HMS Holdings Corp.;

We have audited management's assessment, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting, that HMS Holdings Corp. maintained effective internal control over financial reporting as of December 31,
2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COS0). HMS Holdings Corp.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management's assessment and an opinion on the effectiveness of the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, evaluating management's assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions
of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of finaneial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that HMS Holdings Corp. maintained effective internal control over financial reporting
as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). Also, in our opinion,
HMS Holdings Corp. maintained, in all material respects, effective internal control over financial reporting as of December 31,
2006, based on criteria established in [nternal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO).

HMS Holdings Corp. acquired Benefits Solutions Practice Area (BSPA) from Public Consulting Group, Inc. during 2006, and
management excluded from its assessment of the effectivencss of the Company’s internal control over financial reporting as of
December 31, 2006, BSPA’s internal control over financial reporting associated with total revenues of $16.8 million included in
the consolidated financial statements of HMS Holdings Corp. and subsidiaries as of and for the year ended December 31, 2006,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of HMS Holdings Corp. and subsidiaries as of December 31, 2006 and 2005, and the related
consolidated statements of income, sharcholders’ equity and comprehensive income, and cash flows for each of the years in the
three-year period ended December 31, 2006, and our report dated March 8§, 2007 expressed an unqualified opinion on those
consolidated financial statements.

/8! KPMG LLP

New York, New York
March 8, 2007
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HMS HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

December 31, December 31,
2006 2005
Assets
Current assets:
Cash and cash equivalents $ 12,527 b 3,641
Short-term investments - 37,500
Accounts receivable, net of allowance of $512 and $675 at December 31,
2006 and 2003, respectively 30,930 19,030
Prepaid expenses and other current assets, including deferred tax assets of
$3,353 and $3,978 at December 31, 2006 and 2005, respectively i o 5,699
Total current assets 48,809 65,870
Property and equipment, net 9,924 7,534
Goodwill, net 65,242 2,382
Deferred income taxes, net 3,860 6,398
Intangible assets, net 28,440 -
Other assets 968 5417
Total assets 5 157,243 5 87,601
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable, accrued expenses and other liabilities hY 14,285 3 12,315
Amounts due to PCG, Inc. 1,385 s
Current portien of long-term debt 7.875 -
Total current liabilities 23 545 12,315
Long-term liabilities:
Long-term debt 23,625 -
Other liabilities 2,166 2,517

Total long-term liabilities 26,791 2,517

Total Liabilities 50,3306 14,832
Commitments and contingencies
Shareholders' equity:

Preferred stock - $.01 par value; 5,000,000 shares authorized; none issued

Common stock - $.01 par value; 45,000,000 shares authorized;

25,027,865 shares issued and 23,365,019 shares outstanding at December 31, 2006;

21,874,579 shares issued and 20,211,733 shares outstanding at December 31, 2005 250 219
Capital in excess of par value 110,876 81,681
Retained earnings 5,231 266
Treasury stock, at cost; 1,662,846 shares at December 31, 2006

and 2005, respectively (9,397) (9,397)
Other comprehensive loss (33) -

Total sharcholders' equity 106,907 72,769

Total liabilities and shareholders' equity 3 157,243 3 87,601

See accompanying notes to consolidated financial statements.
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HMS HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share amounts)

Year Year Year
ended ended ended
December 31, December 31, December 31,
2006 2005 2004
Revenue 3 87,940 b 60,024 b 50,451
Cost of services:
Compensation, including $1,674 of share-based
compensation expense in 2006 38,547 26,945 23,062
Data processing 6,812 4,793 3,987
Occupancy 6,322 4,670 4,158
Direct project costs 13,849 9,796 8,544
Other operating costs 8,165 6,244 5,576
Amortization of acquisition related intangibles 6,420 - -
Total cost of services 80,115 52,448 45,327
Operating income 7.825 7.576 5,124
Interest expense (955) - -
Net interest income 1,627 1,238 313
Income from continuing operations before income taxes 8,497 8,814 5,437
Income taxes 3,588 465 103
Income from continuing operations 4.909 8,349 5,334
Discontinued operations:
Income from operations 416 839 2,377
Loss on sale of discontinued operations - (1,161) -
Income (loss) from discontinued operations 416 (322) 2,377
Net income $ 5,325 $ 8,027 $ 7,711
Basic income per share data:
Income per share from continuing operations b 0.23 $ 0.42 b 0.28
Income (loss) per share from discontinued operations 0.02 (0.02) 0.12
Net income per basic share b 0.25 5 0.40 $ 0.40
Weighted average common shares outstanding, basic 21,731 19,865 19,074
Diluted income per share data:
[ncome per share from continuing operations h 0.21 b 0.37 $ 0.24
[ncome (loss) per share from discontinued operations 0.01 (0.01) 0.11
Net income per diluted share 3 0.22 b 0.36 b 0.35
Weighted average common shares, diluted 23,859 22287 22,275

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME

Balance at December 31, 2003
Net and comprehensive income:
Disqualifying disposilions
Exercise of stock options

Balance at December 31, 2004

MNet and comprehensive income:
Disqualifying dispositions
Exercise of stock options
Purchase of treasury stock

Balance at December 31, 2005

Cumulative effect of the initial
application of SAB 108

Adjusted balance at December 31, 2003

Comprehensive income:

Net income

Unrealized loss on derivative instrument,
netof tax of $35

Total comprehengive income

Shares issued-BSPA acquisition
Disqualifying dispositions
Share-based compensation cost
Exercise of stock options

Balance at December 31, 2006

HMS HOLDINGS CORP, AND SUBSIDIARIES

(In thousands, except share amounts)

Retained Accumulated
Common Stock Capital Tn Earnings/ Other Towl
i of Shares Par Excess OF A | Compr Treasury Stock Shareholders'
Issued Value Par Value Deficit Ingome/(Loss) #of Shares Amount Equity
20,042,421 $200 $75,167 (515.472) b = 1,644,916 ($9.288) $50,007
- - - 7.711 - - - 7,711
- - 4] 0 - - - 41
937,910 10 2,029 - - - - 2,039
20,980,331 210 71,237 (7.761) - 1,644,915 (9,288) 60,398
- - - 8,027 - - 8,027
- - 1,456 - - - 1,456
894,248 9 2,988 - - 2,997
= - 17,930 (109) (109)
21,874,579 219 81,681 266 1,662,845 (9,397) 72,769
= = - (360) = = (360)
21,874,579 219 81,081 (94) - 1,602,846 (9.397) 72,409
- - - 5325 - - - 5325
Py = - - (53) - = (53)
5272
1,749,800 17 24,393 - - - - 24,410
- - 275 - - - - 275
- - 1,674 - - - B 1.674
1,403,486 14 2,853 - - - - 2,867
25,027,865 § 250 5110,876 3 5231 ] (53) 1,662,846 $ (9,397) § 106,907

See accompanying notes to consolidated financial statements,

36



HMS HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities:
Net income
Adjusiments to reconcile net income to net cash provided by
operating activities:
(Income) loss from discontinued operations
Loss on disposal of fixed assets
Depreciation and amortization
Stock compensation expense
Decrease in deferred tax asset
Changes in assets and liabilities:
Increase in accounts receivable

(Increase) decrease in prepaid expenses and other current assets

(Increase) decrease in other assets
Increase in accounts payable, accrued expenses
and other liabilities
Net cash provided by operating activities

Investing activities:
Purchases of short lerm investments
Sales of short term investments
Accordis nole receivable
Proceeds from sale of Accordis
Purchases of property and equipment
Cash paid for acquisition of BSPA
Investment in software

Net cash used in investing activities

Financing activities:
Proceeds from exercise of stock options
Purchases of treasury stock
Proceeds from long-term debt
Repayment of long-term debt
Disqualifying dispositions
Deferred financing costs on Term Loan

Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents

Cash provided by (used in) discontinued operations
Cash provided by operating activities
Cash used in investing activities
Net cash provided by (used in) discontinued operations

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:
Cash paid for income taxes

Cash paid for interest
Supplemental disclosure of noncash investing activities:

Note receivable from the sale of Accordis
Common stock issued in connection with BSPA acquisition

See accompanying notes to consolidated financial statements.

(in thousands)

Year Year Year
ended ended ended
December 31, December 31, December 31,
2006 2005 2004
5 5,325 5 8,027 3 7,711
(416) 322 (2,377)
29 - 9
9,713 2,319 1,706
1.674 - -
3,163
(2,105) (5,486) (3,824)
(213) (338) 139
12 (7) (178)
337 2,232 3,303
17,519 7,069 6,489
(59,450) (72,350) (35,350)
96,950 57.350 12,950
5,360 - -
- 2,000 -
(3,334) (5.040) (3,099)
(81,150) - -
(1,131) (630) (407)
(42,755) (18,670) (25,906)
2,867 2,997 2,080
- (109) -
40,000 -
(8,500) = -
275 - -
(936) - -
33,706 2,888 2,080
8.470 (8,713) (17,337)
416 3,385 492
- (227) (574)
416 3,158 (82)
3,641 9,196 26,615
$ 12,527 $ 3,641 3 9,196
3 404 5 360 b 135
5 831 5 - $ -
5 - 5 5,542 3 -
$ 24410 S - b3 -
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1. Summary of Significant Accounting Policies

(a) Organization and Business

HMS Holdings Corp. (Holdings or the Company) provides a variety of cost containment and payment
accuracy services relating to government healthcare programs. These services are in general designed to help clients
increase revenue and reduce operating and administrative costs. The Company operates two businesses through its
wholly owned subsidiaries, Health Management Systems, Inc. (HMS) and Reimbursement Services Group Inc
(RSG).

(b) Basis of Presentation and Principles of Consolidation

(i) Discontinued Operations of Business Segment

During 2005, the Company sold its Accordis Inc. (Accordis) subsidiary, which in prior periods
had been a separate reportable segment. The historical operating results of Accordis have been reported as
discontinued operations in the accompanying Consolidated Statements of Income.

(ii) Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All significant intercompany balances and transactions have been eliminated in consolidation.

(c) Cash and Cash Equivalents
For purposes of financial reporting, the Company considers all highly liquid investments purchased with an
original maturity of three months or less to be cash equivalents.

(d) Short-Term Investments

Short-term investments are recorded at fair value. Debt securities that the Company does not have the
intent and ability to hold to maturity are classified either as “available for sale” or as “trading” and are carried at fair
value. All of the Company’s short-term investments are available for sale and carried at fair value. Unrealized
gains and losses on securities classified as available for sale are carried as a separate component of shareholders’
equity. Unrealized gains and losses on securities classified as trading are reported in earnings. Management
determines the appropriate classification of its investments in debt and equity securities at the time of purchase and
reevaluates such determination at each balance sheet date.

(e) Depreciation and Amortization of Property and Equipment

Property and equipment are recorded at cost. Depreciation is provided over the estimated useful lives of
the property and equipment utilizing the straight-line method. Amortization of leasehold improvements 1s provided
over the estimated useful lives of the assets or the terms of the leases, whichever is shorter, using the straight-line
method. The estimated useful lives are as follows:

Equipment 3-5 years

Leasehold improvements 5-10 years

Furniture and fixtures 5-7 years
4] Software Development Cost

The Company capitalizes certain software development costs related to software developed for internal use
while in the application development stage. All other costs to develop software for internal use, either in the
preliminary project stage or post implementation stage are expensed as incurred. Amortization of software
development costs is calculated on a straight-line basis over the expected economic life of the product, generally
estimated to be 36-48 months,

(z) Goodwill

Goodwill, representing the excess of acquisition costs over the fair value of net assets of acquired
businesses, is not amortized but is reviewed for impairment at least annually. Fair value is based on a projection of
the estimated discounted future net cash flows expected to result from the reporting unit, using a discount rate
reflective of our cost of funds. For the purposes of performing this impairment test, the Company's business
segments are its reporting units. The fair values of the Company’s reporting units, to which goodwill has been
assigned, is compared with the reporting units’ recorded values. If recorded values are less than the fair values, no
impairment is indicated. If fair values are less than recorded values, an impairment charge is recognized for the
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difference between the carrying value and the fair value. The Company performs its annual goodwill impairment
testing for all reporting units in the second quarter of each year. No impairment losses have been recorded in any of
the periods presented.

(h) Long-Lived Asseis

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable, Recoverability of assets to be held and used is measured by
a comparison of the carrying value of its asset group to the estimated undiscounted future net cash flows expected to
be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured
by the amount by which the carrying value of the asset group exceeds the fair value of the assets and would be
charged to earnings. Fair value is based on a projection of the estimated discounted future net cash flows expected to
result from the asset group, using a discount rate reflective of the Company’s cost of funds, Assets to be disposed of
are reported at the lower of the carrying amount or fair value less the cost to sell.

(i) Purchase Accounting

The purchase method of accounting requires companies to assign values to assets and liabilities acquired
based upon their fair value. In most instances there is not a readily defined or listed market price for individual
assers and liabilities acquired in connection with a business, including intangible assets. The determination of fair
value for individual assets and liabilities in many instances requires a high degree of estimation. The valuation of
intangible assets, in particular is very subjective. The Company generally uses a third party valuation specialist in
estimating fair values. The use of different valuation techniques and assumptions could change the amounts and
useful lives assigned to the assets and liabilities acquired, including goodwill and other intangible assets and related

amortization expense.

() Income Taxes

Income taxes are accounted for under the asset and liability method. Under the asset and liability method,
deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. This method
also requires the recognition of future tax benefits for net operating loss carry-forwards, Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized as income in the period that includes the enactment date. The Company provides a
valuation allowance against deferred tax assets and recognizes deferred tax assets to the extent that realization is
more likely than not.

(k) Net Income Per Common Share

Basic income per share is calculated by dividing net income by the weighted average number of common
shares outstanding during the period. Diluted income per share is calculated by dividing net income by the weighted
average number of common shares and common stock equivalents outstanding during the period. The Company had
weighted average common shares and common stock equivalents outstanding during the years ended December 21,
2006, 2005 and 2004, of 21,731,000, 19,865,000 and 19,074,000, respectively for weighted average common shares,
and 2,128,000, 2,422,000 and 3,201,000, respectively for common stock equivalents. The Company’s common
stock equivalents consist of stock options.

) Revenue Recognition

The Company recognizes revenue for its contingency fee based services when third party payors remit
payments to the Company's customers and consequently the contingency is deemed to have been satisfied. This
revenue recognition policy is specifically addressed in the Security and Exchange Commission’s “Frequently Asked
Questions and Answers” bulletin released on October 12, 2000 pertaining to Staff Accounting Bulletin No. 101,
Revenue Recognition in Financial Statements (SAB101). Transaction-related revenue is recognized based upon the
completion of those transactions or services rendered during a given period. Non-refundable implementation fees
are recognized over the implementation period, generally not exceeding nine months.
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In 2003, Staff Accounting Bulletin No, 104, Revenue Recognition (SAB 104) replaced SAB 101, The
provisions of SAB 104 related to the Company's revenue recognition policy as discussed above were unchanged
from SAB 101.

Emerging Issues Task Force (EITF) No. 00-21, *Revenue Arrangements with Multiple Deliverables,”
requires contracts with multiple deliverables to be divided into separate units of accounting if certain criteria are
met., While EITF 00-21 has not had a material impact on the Company’s financial statements, the Company applies
the guidance therein and recognizes revenue on multiple deliverables as separate units of accounting if the criteria
are met,

(m) Stock-Based Compensation

Prior to January 1, 2006, the Company accounted for stock-based compensation under the recognition and
measurement principles of Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to
Employees™ (APB 25), and related interpretations. No compensation expense related to stock option plans was
reflected in the Company’s consolidated statements of operations as all options had an exercise price equal to the
market value of the underlying common stock on the date of grant. Statement of Financial Accounting Standards
123 (SFAS 123), “Accounting for Stock-Based Compensation,” established accounting and disclosure requirements
using @ fair-value-based method of accounting for stock-based employee compensation plans, As permitted by
SFAS 123, the Company had elected to continue to apply the intrinsic-value-based method of APB 25 described
above, and adopted only the disclosure requirements of SFAS 123, as amended by SFAS 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure.”

On January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards
123 (revised 2004), “Share-Based Payment” (SFAS 123R), which requires that the costs resulting from all share-
based payment transactions be recognized in the financial statements at fair value. The Company adopted SFAS
123R using the modified prospective application method under which the provisions of SFAS 123R apply to new
awards and to awards modified, repurchased, or cancelled after the adoption date. Additionally, compensation cost
for the portion of the awards for which the requisite service has not been rendered that are outstanding as of the
adoption date is recognized in the consolidated statement of operations over the remaining service period after the
adoption date based on the award’s original estimate of fair value. Results for prior periods have not been restated.

Total share-based compensation expense recorded in the consolidated statement of income for the year
ended December 31, 2006 was $1.7 million. As a result of adopting SFAS 123R on January 1, 2006, the Company’s
net income for the year ended December 31, 2006 is $1.0 million lower than if it had continued to account for share-
based compensation under APB 25. Diluted earnings per share for the year ended December 31, 2006 would have
been $0.26 if the Company had not adopted SFAS 123R, compared to reported diluted earnings per share of §0.22,

The following table illustrates the effect on net income and net income per basic and dilutive common
share applicable to common stockholders for the years ended December 31, 2005 and 2004 as if the Company had
applied the fair value recognition provisions for stock-based employee compensation of SFAS 123, as amended.
For purposes of the pro forma presentation, option forfeitures are accounted for as they occurred and no amount of
compensation cost has been capitalized, but instead were considered as period expenses (in thousands, except per
share data):

40



HMS HOLDINGS CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Tatal
HMS Holdings Health
Continuing Management

{in thousands) Operations RSG Systems Corporate

Yearended December 31, 2006
Revenue $87,940 57,900 $77.340 s 2,700
Operating income 7,825 2,905 23,333 (18,413)
Totzl assets 157,243 4,424 123,743 29,076
Goodwill 65,242 1,299 63,943 -
Depreciation and amortization 9,713 61 7,761 1,891
Capital expenditures and software capitalization 4.465 42 3,242 1,181

Yearended December 3 2005
Revenue 560,024 57,514 $51,610 5 900
Operating income 7.576 2,751 21,296 (16,471)
Total assets 87,601 4,762 18,863 63,976
Goodwill 2,382 1,299 1,083 -
Depreciation and amortization 2,319 34 690 1,595
Capital expenditures and softwiure capitalization 5,670 64 1,832 3,774

Yearended December 31, 2004
Revenue §50.,451 56,475 543,976 § -
Operating income 5,124 2,641 18,711 (16,228)
Total assets 61,977 3,335 13,964 44,678
Goodwill 2.382 1,299 1,083 .
Depreciation and amortization 1,706 4 521 1,181
Capital expenditures and software capitalization 3.507 11 975 2,521

The effect presented above by applying the disclosure-only provisions of SFAS 123 may not be
representative of the effect in future years.

Prior to the adoption of SFAS 123R, the Company presented all tax benefits of deductions resulting from
the exercise of stock options as operating cash flows in the Statement of Cash Flows. SFAS 123R requites the cash
flows resulting from tax benefits recognized for those options (excess tax benefits) to be classified as financing cash
flows.

The weighted average fair value of the stock options granted for the years ended December 31, 2005 and
2004 were $3.83 and $3.87. The fair value of the stock options granted in the years ended December 31, 2005 and
2004 is estimated at the grant date using the Black-Scholes option-pricing model with the following assumptions:
dividend yield of 0% (the Company does not pay dividends); expected volatility of 58.8% and 62.3%; a risk-free
interest rate of 3.99% and 4.03%; and expected lives of 5.57 and 5.98 years, respectively.

(n) Fair Value of Financial Instruments

The carrying amounts for the Company’s cash equivalents, short-term investments, accounts receivable,
and accounts payable approximate fair value due to their short-term nature. The fair market value for short-term
securities is based on quoted market prices where available. The carrying amount of the Company’s long-term debt
approximates fair value as the debt is variable rate and the interest rate was reset in December 2006.

In accordance with Statement of Financial Accounting Standards (SFAS) No. 133, Accounting for
Derivative Instrument and Hedging Activities, as amended, all derivative instruments are recorded at fair value on
the Company’s balance sheet. The accounting for changes in the fair value (i.e., gains or losses) of a derivative
instrument depends on whether it has been designated and qualifies as part of a hedging relationship and further, on
the type of hedging relationship. For those derivative instruments that are designated and qualify as hedging
instruments, the Company must designate the hedging instrument, based on the exposure being hedged, as either a
fair value hedge or a cash flow hedge.. Currently, the Company only has a cash flow hedge.

For derivative instruments that are designated and qualify as a cash flow hedge (i.e., hedging the exposure
to variability in expected future cash flows that is attributable to a particular risk, such as interest rate risk), the
effective portion of the gain or loss on the derivative instrument is reported as a component of comprehensive
income and reclassified in to earnings in the same period or periods during which the hedged transaction affects
earnings. The remaining gain or loss on the derivative instrument in excess of the cumulative change in the present
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value of the future cash flows of the hedged item, if any, is recognized in current earnings during the period of
change.

(o) Comprehensive Income
Other comprehensive income recorded by the Company includes all changes in equity except those
resulting from investments by owners.

(p) Use of Estimates

The preparation of the consclidated financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
the reported amounts of revenue and expenses during the reported period. The actual results could differ from those
estimates.

(q) Reclassifications
Certain reclassifications were made to prior year amounts to conform to the current presentation.

(r) Leases

The Company accounts for its lease agreements pursuant to Statement of Financial Accounting Standards
(SFAS) No. 13, Accounting for Leases, which categorizes leases at their inception as either operating or capital
leases depending on certain defined criteria. We recognize lease costs on a straight-line basis without regard to
deferred payment terms, such as rent holidays that defer the commencement date of required payments.
Additionally, incentives the Company receives are treated as a reduction of its costs over the term of the agreement.
Leasehold improvements are capitalized at cost and amortized over the lesser of their expected useful life or the
lives of the lease, without assuming renewal features, if any, are exercised.

(s) Recent Accounting Pronouncement

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157 “Fair Value
Measurements”, which defines fair value, establishes a framework for measuring fair value, and expands disclosures
about fair value measurements. The provisions of SFAS No. 157 are effective as of the beginning of the Company’s
2008 fiscal year. The Company is currently evaluating the impact of adopting SFAS No. 157 on its financial
statements.

In June 2006, the FASB issued FASB Interpretation No. (FIN) 48, “Accounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement No. 109, FIN No. 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax return. FIN No. 48 is effective for fiscal years beginning after December 15, 2006. The Company is
currently assessing the impact of FIN No. 48 and it is not expected to have a material impact on its consolidated
financial statements,

2. Acquisition

On September 13, 2006, the Company and its wholly-owned subsidiary, HMS, completed an acquisition of
all of the assets used exclusively or primarily in PCG’s BSPA for $80 million in cash and 1,749,800 shares of
Holdings common stock and a contingent cash payment of up to $15 million if certain revenue targets are met for
the twelve months ending June 30, 2007. The acquisition was effective as of August 31, 2006. BSPA provides a
variety of cost avoidance, insurance verification, recovery audit and related services to state Medicaid agencies,
children and family services agencies, the U.S. Department of Veterans Affairs, and the Centers for Medicare and
Medicaid Services, Additionally, the Company incurred approximately $1.2 million of transaction costs, consisting
primarily of professional service fees associated with the BSPA acquisition.

The allocation of the purchase price is based upon estimates of the assets and liabilities acquired in
accordance with SFAS No. 141 “Business Combinations.” The acquisition of BSPA is based on management’s
consideration of past and expected future performance as well as the potential strategic fit with the long-term goals
of the Company. The expected long-term growth, market position and expected synergies to be generated by BSPA
are the primary factors which gave rise to an acquisition price which resulted in the recognition of goodwill.
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The components of the purchase price were as follows:

(in thousands)

Cash b 81,150
Common Stock-1,749,800 shares valued at the

the $13.95 closing price on September 13, 2006 24,410
Total Purchase Price $ 105,560

The allocation of the aggregate purchase price of this acquisition is as follows:

(in thousands)

Goodwill $ 62,860
Identifiable intangible assets 29,990
Net assets acquired:

Accounts receivable 9,795

Purchased backlog 4,870

Fixed assets 1,193

Other assets 106

Liabilities assumed (3,254)

Net assets acquired 12,710

5 105,560

Identifiable intangible assets principally include customer relationships and purchased software (see Note
5). The changes in the carrying amount of goodwill, by operating segment, are as follows for the year ended

December 31, 2006:

Balance at Adjustments to Balance at
December 31, net assets December 31,
(in thousands) 2005 Acquisitions acquired 2006
Health Management Systems, Inc. b 1,083 $ 62,860 $ - $ 63,943
Reimbursement Services Group, Inc. 1,299 - - 1,299
Total HMS Holdings $ 2,382 5 62,860 b - 3 65,242

Unaudited pro forma results of operations assuming the acquisition was consummated at the beginning of
2005 and 2006 are presented below, The proformas below represent the historical results of the Company combined
with those of BSPA for the periods presented, adjusted for specific factually supportable items such as amortization
of intangible assets and interest expense. The pro forma results of operations do not include the costs of integration
and are not necessarily indicative of either future results of operations or results that would have been achieved if the
acquisitions had been consummated at the beginning of the periods presented below,
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(in thousands, except per share amounts)
For the Year Ended December 31,

(unaudited) 2006 2005
Total revenue $ 131,355 § 97,836
Net income ¥ 11518 § 3776
Earnings per share:
Basic $ 0.50 $ 0.17
Diluted 3 0.46 5 0.16

Weighted-average common shares

outstanding:
Basic 22,961 21,615
Diluted 25,089 24,037
3. Short-Term Investments

The Company had no short-term investments at December 31, 2006 as all amounts were invested in cash
and cash equivalents. The table below presents the historical cost basis, and the fair value for the Company's
investment portfolio at December 31, 2005 (in thousands);

Historical Fair
Cost Value
December 31, 2005: Municipal Auction Rate Securities $ 37,500 $ 37,500

The Company's holdings of short-term investments at December 31, 2005 consist of municipal auction rate
securities of high credit quality and have contractual maturities betwzen 2015 and 2045. All such instruments were
classified as securities available for sale.

4. Property and Equipment
Property and equipment as of December 31, 2006 and 2005 consisted of the following (in thousands):
December 31, December 31,
2006 2005
Equipment $ 15,245 S 15,188
Leaschold improvements 3,699 4,434
Furniture and fixtures 4,032 3,777
Capitalized software 2,825 1,694
25,801 25,093
Less accumulated depreciation and amortization (15,877) (17,559)
Property and equipment, net $ 9,924 $ 7,534
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Depreciation and amortization expense related to property, equipment and software charged to operations
for the years ended December 31, 2006, 2005 and 2004, was $3.2 million, $2.3 million and $1.7 million,
respectively.

5. Intangible Assets
Intangible assets as of December 31, 2006 are as follows (in thousands):

Accumulated
Asset Amortization Net Useful Life
Customer relationships $27.350 §1,302 $26,048 7 years
Software 2,440 203 2,237 4 years
Other 200 45 155 1-3 years
$29.990 $1,550 $28.440

Amortization of intangibles over the next five years is as follows (in thousands):

Year ending December 31,

2007 $ 4617

2008 4,550

2009 4,540

2010 4314

2011 3,907
6. Accounts Payable, Accrued Expenses and Other Liabilities

Accounts payable, accrued expenses and other liabilities as of December 31, 2006 and 2005 consisted of
the following (in thousands):

December 31, December 31,

2006 2005

Accounts payable, trade $ 4,795 $ 5,162
Accrued compensation 5,963 4,189
Accrued direct project costs 1,930 1,763
Accrued lease termination costs 94 141
Accrued other expenses 1,503 1,060
$ 14,285 $ 127315

As of December 31, 2006 and 2005, $0.9 million and $1.0 million, respectively, were included in other
liabilities (long-term) related to the Company’s recognizing of rental expenses on the Company’s facility leases on a
straight-line basis (See Note 17).
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7. Income Taxes

The current income tax expense for the periods applicable was allocated as follows (in thousands):

Current tax expense:
Federal
State

Deferred tax expense:
Federal
State

Total income tax expense

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2006 2005 2004
$ 147 b 182 3 68

70 283 35
217 465 103
2,243 n -
1,128 - -
3,371 B -
3 3,588 $ 465 $ 103

The current income tax expense in 2006, 2005 and 2004 principally arises from Alternative Minimum Tax
requirements and some state income tax provisions.

A reconciliation of the income tax expense calculated using the applicable federal statutory rates to the
actual income tax expense from continuing operations follows (in thousands):

Income tax expense:
Computed at federal statutory rate
State and local tax expense, net of
federal benefit
Municipal interest
Write-down of deferred tax asset
Decrease in valuation
allowance
Other, net
Total income tax expense

Years Ended
December 31,
2006 Yo 2005 % 2004 %
$ 2,880 340 $ 2997 34.0 $ 1,849 340
790 9.3 1,207  13.6 777 113
(135) (1.6) - - - -
434 5.1 - - - -
(672) (7.9) (3,871) (42.1) (2,413) (41.5)
282 33 132 (0.3) (110) (1.4
$ 3,588 422 $ 465 5.2 $ 103 2.4
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Deferred income taxes are recognized for the future tax consequences of temporary differences between
the financial statement and tax bases of assets and liabilities. The tax effect of temporary differences that give rise to
a significant portion of the deferred tax assets and deferred tax liabilities at December 31, 2006 and 2005 were as
follows (in thousands):

December 31, December 21,
2006 2005
Deferred tax assets:
Allowance for doubtful accounts 3 707 S 576
Property and equipment 650 1,055
Restructuring cost 440 640
Goodwill and other intangibles 1,223 1,063
Software 332 428
Federal and state net operating loss carryforwards 2,505 5,864
Capital loss carryforward 2,466 3,031
Deferred stock compensation 758 409
Deferred rent 986 468
Other 1,179 550
Total deferred tax assets before valuation allowance 11,246 14,104
Less valuation allowance (2,666) (3,338)
Total deferred tax assets after valuation allowance 8,580 10,766
Deferred tax liabilities:
Goodwill, BSPA 588 -
Capitalized research and development cost 779 390
Total deferred tax liabilities 1,367 390
Total net deferred tax assets 5 7.213 b 10,376
Net current deferred tax assets hY 3,353 b 3,978
Net non-current deferred tax assets 3,860 6,398
Total net deferred tax assets 3 7,213 $ 10,376

At December 31, 2006, the Company had net operating loss carry-forwards of $13.6 million and $26.2
million, which are available to offset future federal and state/local taxable income, respectively. Included in the
federal NOL is approximately $9.2 million of benefit related to disqualifying dispositions for which the Company
recognized no tax benefit in its financial statements. In the event that the Company receives a benefit for this
deduction, the impact will be recorded to equity rather than income,

The Company recognized decreases in the valuation allowance related to the Company’s ability to realize
its deferred tax assets of $0.7, $2.2 and $1.4 million for the years ended December 31, 2006, 2005 and 2004,
respectively. The Company recognized decreases in the valuation allowance in 2005 and 2004 prineipally resulting
from the Company’s utilization of net operating loss carry-forwards (NOLs) to offset taxable income. At December
31, 2006, the Company has a valuation allowance of $2.7 million. The sale of Accordis resulted in a capital loss of
$6.0 million, which can be carried forward for five years and produced a deferred tax asset of $2.5 million. The
Company believes the available objective evidence, principally the capital loss carryforward being utilizable to
offset only future capital gains, creates sufficient uncertainty regarding the realizability of its capital loss
carryforward, that it is more likely than not, that substantially all of the capital loss carryforward is not realizable,
The remaining valuation allowance of $0.2 million relates to certain state NOLs where the company doesn’t
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currently operate and there is sufficient doubt about the Company’s ability to utilize these NOLs, that it is more
likely than not that this portion of the state NOLs are not realizable.

8. Debt

On September 13, 2006, the Company entered into a credit agreement (the Credit Agreement) among the
Company, the several banks and other financial institutions or entities from time to time parties thereto, and
JPMorgan Chase Bank, N.A. (JPMCB), as administrative agent, to fund a portion of the purchase price for the
Company’s acquisition of the BSPA business described in Note 2. The Credit Agreement provides for a term loan of
$40 million (the Term Loan) and revolving credit loans of up to $25 million (the Revolving Loan). Borrowings
under the Credit Agreement mature on September 13, 2011. The loans are secured by a security interest in favor of
the lenders covering the assets of the Company and its subsidiaries. Interest on borrowings under the Credit
Agreement is calculated, at the Company’s option, at either (i) LIBOR, including statutory reserves, plus a variable
margin based on the Company’s leverage ratio, or (ii) the higher of (a) the prime lending rate of JPMCB, and (b) the
Federal Funds Effective Rate plus 0.50%, in each case plus a variable margin based on the Company’s leverage
ratio. In connection with the Revolving Loan, the Company agreed to pay a commitment fee, payable quarterly in
arrears, at a variable rate based on the Company's leverage ratio (currently .25%), on the unused portion of the
Revolving Loan.

Commitments under the Credit Agreement will be reduced and borrowings are required to be repaid with
the net proceeds of, among other things, sales or issuances of equity (excluding equity issued under employee
benefit plans and equity issued to sellers as consideration in acquisitions), sales of assets by the Company and any
incurrence of indebtedness by the Company, subject, in each case, to limited exceptions. The obligations of the
Company under the Credit Agreement may be accelerated upon the occurrence of an event of default under the
Credit Agreement, which includes customary events of default including, without limitation, payment defaults,
defaults in the performance of affirmative and negative covenants, the inaccuracy of representations or warranties,
bankruptcy and insolvency related defaults, defaults relating to such matters as ERISA, uninsured judgments and the
failure to pay certain indebtedness, and a change of control default,

In addition, the Credit Agreement contains affirmative, negative and financial covenants customary for
financings of this type. The negative covenants include restrictions on indebtedness, liens, fundamental changes,
dispositions of property, investments, dividends and other restricted payments. The financial covenants include a
consolidated fixed charge coverage, as defined, of not less than 1.5 to 1.0 through December 31, 2007 and a
consolidated leverage ratio, as defined, not to exceed 3.0 to 1.0,

On September 13, 2006, the Company borrowed $40 million under the Term Loan to purchase the BSPA
business. In September 2006, the Company utilized the proceeds from the pay-off of the Accordis note and repaid
$6 million of the Term Loan. In December 2006, the Company repaid an additional $2.5 million on the Term Loan.
The Term Loan now requires quarterly repayments of $1.575 million beginning December 31, 2006, as the quarterly
payment is adjusted each time the Company makes an additional repayment. JPMCB debited the Company’s
account on January 2, 2007 for the scheduled December 31, 2006 quarterly payment and accordingly there are five
quarters of repayments in the current liability at December 31, 2006. Fees and expenses related to the Credit
Agreement of $0.9 million have been recorded as Deferred Financing Costs (included in Other assets non-current)
and will be amortized as interest expense over the five-year life of the credit facilities.

Long-term debt consists of the following at December 31, 2006 (in thousands, except percentages):
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December 31,
2006

Borrowings under the Credit Agreement:

$31.5 million Term Loan, interest at 6.875% $ 31,500

$25 million Revolving Credit -
Total long-term debt h 31,500
Less current portion of long-term debt 7.875
Long-term debt, net of current portion 3 23,625

Aggregate maturities of long-term debt over the next five years are as follows (in thousands):

Year ending December 31,

2007 $ 7,875

2008 6,300

2009 6,300

2010 6,300

2011 4,725

Total $ 31,500
9, Derivative Contract

The Company has an interest rate swap agreement to hedge the fluctuations in variable interest rates and
does not use derivative instruments for speculative purposes.

In December 2006, the Company entered into a three-year interest rate swap agreement, which is accounted
for as a cash flow hedge. This agreement effectively converted $12.0 million of the Company’s variable rate debt to
fixed-rate debt, reducing the Company’s exposure to changes in interest rates. Under this swap agreement, the
Company received an average LIBOR variable rate of 5.375% and paid an average LIBOR fixed rate of 5.295% for
the period from December 13, 2006 to December 31, 2006. The LIBOR interest rates exclude the Company’s
applicable interest rate spread under the Company’s Credit Agreement. The Company has recognized, net of tax,
an unrealized loss of $53,000 related to the change in the instrument’s fair value for the year ended December 31,
2006 related to our interest rate swap agreement. This amount has been included in other comprehensive income.

10. Equity

(a) Treasury Stock

On May 28, 1997, the Board of Directors authorized the Company to repurchase such number of shares of
its common stock that have an aggregate purchase price not to exceed $10 million. On February 24, 2006, the Board
of Directors increased the authorized aggregate purchase price by $10 million to an amount not to exceed $20
million, The Company is authorized to repurchase these shares from time to time on the open market or in
negotiated transactions at prices deemed appropriate by the Company. Repurchased shares are deposited in the
Company’s treasury and used for general corporate purposes. During the years ended December 31, 2006 and 2004,
the Company did not repurchase any shares of common stock. During the vear ended December 31, 2005, the
Company repurchased a total of 17,930 shares of common stock for $109,000 at an average price of $6.04 per share.
Since the inception of the repurchase program in June 1997, the Company has repurchased 1,662,846 shares of
common stock at an average price of $5.65 per share having an aggregate purchase price of $9.4 million.

(b) Preferred Stock

The Company’s certificate of incorporation, as amended, authorizes the issuance of up to 5,000,000 shares
of “blank check” preferred stock with such designations, rights and preferences as may be determined by the
Company’s Board of Directors. As of December 31, 2006, no preferred stock had been issued.
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11. Employee Benefit Plan

The Company sponsors a benefit plan to provide retirement benefits for its employees known as the HMS
Holdings Corp. 401(k) Plan (the 401(k) Plan). Participants may make voluntary contributions to the 401(k) Plan of
up to 60% of their annual base pre-tax compensation not to exceed the federally determined maxinmum allowable
contribution. The 401(k) Plan permits discretionary Company contributions. The Company contributions are not in
the form of the Company’s common stock and participants are not permitted to invest their contributions in the
Company’s stock. For the years ended December 31, 2006, 2005 and 2004, the Company contributions to the
401(k) Plan were 3473,000, $419,000 and $386,000, respectively.

12. Stock-Based Compensation Plans

(a) 2006 Stock Plan

The Company’s 2006 Stock Plan (2006 Plan) was approved by the Company’s shareholders at the Annual
Meeting of Shareholders held on June 6, 2006. The purpose of the 2006 Plan is to furnish a material incentive to
employees and non-employee Directors of the Company and its subsidiaries by making available to them the
benefits of a larger common stock ownership in the Company through stock options and awards. It is believed that
these increased incentives stimulate the efforts of employees and non-employee Directors towards the continued
success of the Company and its affiliates, as well as assist in the recruitment of new employees and non-employee
Directors. A total of 1,000,000 Shares was autherized for issuance pursuant to awards granted under the Plan. Any
Shares issued in connection with awards other than Stock Options and Stock Appreciation Rights shall be counted
against the 1,000,000 limit described above as one and eight-tenths (1.8) Shares for every one Share issued in
connection with such award or by which the award is valued by reference. Any Employee or non-employee
Director shall be eligible to be selected as a Participant; provided, however, that Incentive Stock Options shall only
be awarded to employees of the Company, or a parent or subsidiary, within the meaning of Section 422 of the
Internal Revenue Code of 1984, as amended (the Code). The option price per Share shall be not less than the fair
market value of the shares on the date the option is granted. During the year ended December 31, 2006, 436,900
options were issued under the 2006 Plan with 563,100 options available for grant under the 2006 Plan.

(b) 1999 Long-Term Incentive Plan

The Company's 1999 Long-Term Incentive Stock Plan (Plan) was approved by the Company’s
shareholders at the Annual Meeting of Shareholders held on March 9, 1999. At the June 4, 2003 Annual Meeting of
Shareholders, the shareholders approved an increase in the number of shares of common stock available for issuance
under the Plan to 6,251,356 from 4,751,356, The Plan was terminated upon approval of the 2006 Plan by our
shareholders at the June 6, 2006 Annual Meeting of Shareholders. There are no remaining options available for
grant under this Plan. As of December 31, 2006, 3,090,506 options were outstanding.

(c) 1995 Non-Employee Director Stock Option Plan

The Company's 1995 Non-Employee Director Stock Option Plan (NEDP) was adopted by the Board of
Directors on November 30, 1994. Under the NEDP, directors of the Company who are not employees of the
Company or its subsidiaries may be granted options to purchase 1,500 shares of common stock of the Company
during the fourth quarter of each year commencing with fiscal year 1995. Options for the purchase of up to 112,500
shares of common stock may be granted under the NEDP and the Company will reserve the same number of shares
for issuance. The options available for grant are automatically increased to the extent any granted options expire or
terminate unexercised. The last awards under the NEDP were in October 2000 and the plan expired in 2005, As of
December 31, 2006, 16,500 options were outstanding.

(d) Options Issued Outside the Plans

On September 13, 2006, in connection with the acquisition of the Benefits Solution Practice Area (BSPA)
of Public Consulting Group, Inc. (PCG), the Company issued 585,000 options to ten senior executives of BSPA at
$14.04, the then current market price. These options were issued as an inducement to these senior executives to join
the Company and to adjust for the differences in compensation practices from those employed by PCG. These shares
vest 25% per year for four years with the first 25% vesting on September 13, 2007. Additionally, at December 31,
2006, 850,000 options were outstanding that were granted in prior years to a senior executive and a board member.,
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(e) Summary of Options
Presented below is a summary of the Company’s options for the years ended December 31, 2006:

Weighted
Weighted average
average remaining Aggregate
exercise contractual intrinsic
Shares (in thousands) Shares price terms value
Outstanding at
January 1, 2006 5,122 $3.24
Granted 1,270 12.25
Exercised (1,403) 2.04
Forfeitures (10) 17.04
Outstanding at
December 31, 2006 4,979 $5.85 6.71 546,876
Vested or expected to vest at
December 31, 2006 4,849 $5.67 0.49 $46,476
Exercisable at December 31, 2006 3,439 $3.40 5.53 $40,722

The fair value of each option grant was estimated using the Black-Scholes option pricing model. Expected
volatilities are calculated based on the historical volatility of the Company's stock. Management monitors share
option exercise and employee termination patterns to estimate forfeiture rates within the valuation model. Separate
groups of employees that have similar historical exercise behavior are considered separately for valuation purposes.
The expected holding period of options represents the period of time that options granted are expected to be
outstanding. The risk-free interest rate for periods within the contractual life of the option is based on the interest
rate of a 5-year U.S. Treasury note in effect on the date of the grant. The fair value of options granted was $5.10,
$3.83 and $3.87 for the years ended December 31, 2006, 2005 and 2004 respectively.

As of December 31, 2006, there was approximately $5.4 million of total unrecognized compensation cost
related to stock options outstanding at December 31, 2006. That cost is expected to be recognized over a weighted-
average period of 3.0 years. No compensation cost related to stock options was capitalized for the year ended
December 31, 2006.

The following table summarized the weighted average assumptions utilized in developing the Black-
Scholes pricing model:

Year ended December 31

2006 2005 2004
Expected dividend yield 0% 0% 0%
Risk-free interest rate 4.9% 3.99% 4.03%
Expected volatility 38.7% 58.8% 62.3%
Expected life 5.0 years 5.6 years 6.0 vears

The following table summarizes information for stock options outstanding at December 31, 2006 (in
thousands, except per share data):
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Weighted Weighted Weighted
Range of Number average average average
exercise outstanding as of remaining exercise Number exercise
prices December 31, 2006 contractual life price exercisable price
$1.07-1.19 762 4.18 $1.16 762 $1.16
1.20-2.48 714 5.08 2.42 714 2.42
249-3.05 529 6.83 2.95 529 2.95
3.06-3.41 558 5.96 3.40 558 1.40
342-6.44 576 4.94 6.09 496 6.04
6.45-6.95 550 8.28 6.95 367 6.95
6.96 - 9.44 268 9.03 9.27 13 7.08
0.45-10.98 377 9.48 1098 - -
10.99 - 14.66 645 9.71 14.08 - -
$1.07 - $14.66 4,979 6.71 $5.85 3,439 $3.40

13. Transactions with Officers and Other Related Parties

(a) Public Consulting Group, Ine.

As part of the acquisition of BSPA, the Company entered into four subleases with PCG (a significant
shareholder as a result of the acquisition of BSPA) where BSPA was located in an office where the lease liability
was not assumed by the Company. Three of these leases are for less than one year and one extends through 2009,
requiring rental payments of approximately $0.3 million in 2007, There are two locations where PCG subleases
office space from the Company as the primary lease liability was assumed by the Company as part of the
acquisition. Both of these leases extends through 2010, requiring annual rental payments of approximately $0.3
million in 2007, and $0.1 million in 2008 and 2009, Through December 31, 2006, amounts recognized as expense
by the Company under subleases to PCG was approximately $0.1 million and amounts recognized as a reduction to
expense where PCG subleases from the Company was approximately $14,000.

As part of the acquisition, the Company and PCG entered into an Intercompany Services Agreement (the
ISA) to allow each party to perform services such as IT support and contractual transition services. Services
performed under the ISA are billed at pre-determined rates as specified in the ISA. Through December 31, 2006,
services rendered by PCG to the Company under the ISA approximated $129,000 and services rendered by HMS for
PCG approximated $94,000.

Since the acquisition, amounts have been collected by or paid on behalf of the Company by PCG and are
reimbursed to PCG at cost. At December 31, 2006, $1.4 million is owed to PCG and is classified as a current
liability.

(b) Employment Agreements

The Company is obligated under three employment agreements with executive officers that provide for
salary and benefit continuation in the event of termination without cause, that expire in January 2007, April 2007
and December 2007. Additionally, the Company is obligated under a separation agreement with an executive officer
that provides for salary and benefit continuation in the event of termination without cause.

14. Restructurings and Discontinued Operations

(a) Restructurings

Prior to December 2003, the Company recorded restructuring charges related to facility costs associated with
reducing its New York City office space, based on an executed sublease. As of December 31, 2006 and 2005, $1.0
million and $1.2 million respectively, remained as accrued lease termination liabilities.
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The following table presents a summary of the activity in accrued liabilities for restructuring charges (in
thousands):
New York Leased
Space Reduction
Balance at December 31, 2004 1,337

Cash payments (176)

Balance at December 31, 2005 $1.161

Cash payments (141)
Balance at December 31, 2006 $1,020

As of December 31, 2006 and 2005, $0.9 million and $1.0 million, respectively, were included in other
liabilities (long-term) related to the Company’s restructuring charges.

(b) Discontinued Operations of Business Segment

On August 31, 2005, the Company scld the stock of Accordis to Accordis Holding Corp. (AHC), an
unrelated New York based private company, for $8 million, consisting of cash of $2 million and an interest bearing
five-year promissory note of $6 millicn. The note bore interest at 6% per annum and required semi-annual principal
payments of $100,000, with the balance of $5.1 million due in a balloon payment on August 31, 2010. On
September 29, 2006, the note was repaid in full and the remaining unamortized discount of $440,000 was recorded
in income from discontinued operations.

During 2006, the Company reached an agreement with a major client of Accordis that had filed a claim
against Accordis in 2003 to settle this matter. The Company paid the Accordis customer $1.3 million, of which $1.0
million was from insurance proceeds. The remaining liability balance of $0.2 million, net of legal expenses and
taxes, was recorded as income from discontinued operations in the year ended December 31, 2006.

Concurrent with the sale of Accordis, the Company entered into a three year Data Services Agreement
(DSA) to provide data processing services to AHC for $2.7 million per annum, which is reported as revenue in the
Company's financial statements. The DSA contains specific service levels consistent with prior history and
provides for revenue increases in the event AHC exceeds certain transaction levels. For the years ended December
31, 2006 and 2005, the Company recorded $2.7 million and $0.9 million of revenue from the DSA.

At August 31, 2005, the Company recorded a loss on the sale of the stock of its Accordis business of
approximately $1.2 million, as follows (in thousands):

Gross Purchase Price $ 8,000
Less: Discount on Note (465)
Less: Net Accounts Receivable adjustment (603)
Adjusted net proceeds 6,932
Less: Net assets sold including goodwill of
$3.2 million (8,016)
Loss on sale before transaction costs (1,084)
Transaction costs (93)
Loss on sale (1,177)
Income tax benefit 16

Net loss on sale 3 (1,161)

Results of operations from the Accordis discontinued operations for the eight months ended August 21,
2005 (prior to the sale date of August 31, 2005) and the year ended December 31, 2004 were as follows (in
thousands):
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Eight Months Year
Ended August 31,  Ended December 31,
2005 2004
Revenue $17,716 $34,741
Income before income taxes 826 2,389
Income tax (expense) benefit 13 (12)
Income from discontinued operations 3839 $2,377

Income from discontinued operations for the year ended December 31, 2006 of $416,000, net of income
taxes, resulted from the Accordis note repayment ($255,000 net of tax) and the resolution of a contingent liability
($161,000 net of tax).

15. Commitments and Contingencies

(a) Lease commitments

The Company leases office space, data processing equipment and software licenses under operating leases
that expire at various dates through 2013, The lease agreements provide for rent escalations. Rent expense, net of
sublease income, for the years ended December 31, 2006, 2005 and 2004, was $3.2 million, $2.3 million and $2.7
million, respectively. Sublease income was $0.3 million, 1.1 million and $1.1 million for the years ended
December 31, 20006, 2005 and 2004, respectively

Minimum annual lease payments to be made and sublease payments to be received for each of the next five
years ending December 31 and thereafter are as follows (in thousands);

Year Payments Sublease Receipts
2007 $5,990 $965
2008 5,357 571
2009 5,116 582
2010 4,667 594
2011 4,085 606
Thereafter 5441 880
Total $ 30,656 $4,198

(h) Indemnification

The Stock Purchase Agreement (SPA) between the Company and AHC contains further indemnification
provisions pursuant to which the Company agreed to indemnify AHC for liabilities in connection with Accordis that
arose prior to the sale of Accordis to AHC on August 31, 2005. AHC agreed to indemnify the Company for
liabilities in connection with Accordis that arise after the sale. There is a minimum indemnification claim threshold
of $250,000 that is computed after taking into account any insurance proceeds. The Company's liability under the
indemnification provisions of the SPA is capped at the purchase price. The Company is not aware of any potential
claims under the indemnification provisions of the SPA.

16. Segments and Geographical Information

(a) Segment Information

HMS works on behalf of government healthcare programs to contain costs by recovering expenditures that
were the responsibility of a third party, or that were paid inappropriately. HMS’ clients include state and county
Medicaid programs, their managed care plans, state prescription drug programs, child support enforcement agencies,
and other public programs. By assisting these agencies in properly accounting for the services they deliver, we also
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help ensure that they receive the full amount of program funding to which they are entitled.

RSG provides services for hospitals and other healthcare providers in correctly documenting services which
qualify for special reimbursement through the Medicare Cost Report and other governmental payment mechanisms.

The Company measures the performance of its operating segments through "Operating Income" as defined
in the accompanying Consolidated Statements of Income. Consistent with how the Company manages these
businesses, segment operating margin is reported as operating contribution prior to corporate overheads. Corporate
overheads, consisting of data processing costs and general and administrative expenses are managed as cost centers
servicing multiple operating businesses. Prior year presentations have been reclassified to be consistent with the
current year presentation.

Total
HMS Holdings Health
Continuing Management

(in thousands) Operations RSG Systems  Corporate

Year ended December 31, 2006
Revenue $87.940 $7,900 $77,340 § 2,700
Operating income 7,825 2,905 23,333 (18,413)
Total assets 157,243 4,424 123,743 29,076
Goodwill 65,242 1,299 63,943 -
Depreciation and amortization 9,713 61 7,761 1,891
Capital expenditures and software capitalization 4,465 42 3,242 1,181

Year ended December 31, 2005
Revenue $60,024 $7,514 $51,610 § 900
Operating income 7.576 2,751 21,296 (16,471)
Total assets 87.601 4,762 18,863 63,976
Goodwill 2,382 1,299 1,083 »
Depreciation and amortization 2319 34 690 1,595
Capital expenditures and sofiware capitalization 5.670 04 1,832 3,774

Year ended December 31, 2004
Revenue $50.451 $6.,475 $43,976 § -
Operating income 5,124 2,641 18,711 (16,228)
Total assets 61,977 3,335 13,964 44,678
Goodwill 2,382 1,299 1,083 e
Depreciation and amortization 1,706 4 521 1,181
Capital expenditures and software capitalization 3,507 11 975 2,521

Other corporate assets, including cash and cash equivalents, short-term investments, deferred tax assets and
corporate data processing assets are shown in the corporate category and do not include the assets of discontinued
operations of $14.7 million in 2004. Prior years amounts include reclassifications to conform to the Company’s
current segmentation. Corporate revenue results from services provided under the DSA with AHC.

(b) Geographic Information
The Company operates within the continental United States.

(c) Major Customers

The Company’s largest client is the Florida Agency for Health Care Administration. This client accounted
for 11%, 15% and 14% of the Company’s total revenue in the years ended December 31, 2006, 2005 and 2004,
respectively. The Company provides services to this client pursuant to a contract awarded in November 2001 for a
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three-year period with a three-year renewal through October 2007. The Company’s second largest client is the New
Jersey Department of Human Services. This client accounted for 11%, 10% and 14% of the Company’s total
revenue in the years ended December 31, 2006, 2005 and 2004, respectively. The Company provides services to this
client pursuant to a contract awarded in March 2001 for a three-year period with renewals through March 2007.
This customer has been a client of the Company since 1985.

(d) Concentration of Revenue

The clients constituting the Company’s ten largest clients change periodically. The concentration of
revenue with such clients was 51%, 71% and 71% of the Company’s revenue in each of the vears ended December
31, 2006, 2005 and 2004, respectively. In many instances, the Company provides its services pursuant to agreements
subject to competitive re-procurement. All of these agreements expire between 2007 and 2010. The Company
cannot provide assurance that any of these agreements will be renewed and, if renewed, that the fee rates will be
equal to those currently in effect.

17. Staff Accounting Bulletin No. 108

In September 2006, the SEC released Staff Accounting Bulletin No. 108 (SAB 108). SAB 108 permits the
Company to adjust for the cumulative effect of immaterial errors relating to prior years in the carrying amount of
assets and liabilities as of the beginning of the current fiscal year, with an offsetting adjustment to the opening
balance of retained earnings in the year of adoption. SAB 108 also requires the adjustment of any prior quarterly
financial statements within the fiscal year of adoption for the effects of such errors on the quarters when the
information is next presented. Such adjustments do not require previously filed reports with the SEC to be
amended. In accordance with SAB 108, the Company has adjusted its opening retained earnings for 2006 and its
financial results for the first three quarters of 2006 for the items described below. The Company considers these
adjustments to be immaterial to prior periods.

Operating Lease Accounting. The Company adjusted its opening retained earnings and other liabilities-long-term
for 2006 and its financial results for the first three quarters of 2006 to reflect a change in its lease accounting under
SFAS No. 13. The change is being made to include the straight-line effect over the lease term of escalating rents at
its corporate headquarters. This error originated in 1995.

Overacerual, The Company also has adjusted its opening retained earnings and accounts payable, accrued expenses
and other liabilities for 2006 for the overaccrual established in 1999 of amounts associated with exiting a business.

Impact of Adjustments. The impact of each of the items notes above on 2006 opening shareholders’ equity and
retained earnings and on net income, net of tax, for the quarters of 2006 is presented below (in thousands):

Operating
Lease
Accountin Over-
o acerual Total
Cumulative effect on shareholders' equity as of January 1, 2006 (649) 289 (360)
Cumulative effect on retained earnings as of January 1, 2006 (649) 289 (360)
Effect on:
Net income for the three months ended March 31, 2006 38 - 38
Net income for the three months ended June 30, 2006 38 - 38
Net income for the three months ended September 30, 2006 38 - 38
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18. Quarterly Financial Data (unaudited)

The table below summarizes the Company’s unaudited quarterly operating results for its last two fiscal
years. The results for the first, second and third quarters of 2006 have been restated to reflect the adoption of SAB
108 (Notel7).

(in thousands, except per share amounts) First Second Third Fourth
Year ended December 31, 2006 Quarter Quarter Quarter Quarter
Revenue § 16,378 § 16,850 % 21,091 § 33,621
Operating income 1,708 1,748 494 3,875
Income from discontinued operations, net = 161 255 =
Net income 1,305 1,535 620 1,865
Basic net income per share 0.06 0.07 0.03 0.08
Diluted net income per share 0.06 0.07 0.03 0.07
Year ended December 31, 2005
Revenue 3 12,045 § 13316 § 17435 § 17,228
Operating income 786 706 3,679 2,405
Income (loss) from discontinued operations, net (596) 451 (209) 32
Net income 357 1,383 3,598 2,689
Basic net income per share 0.02 0.07 0.18 0.13
Diluted net income per share 0.02 (.06 0.16 0.12
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Allowance for doubtful accounts:

Balance, December 31, 2003 $300
Provision -
Recoveries -
Charge-offs

Balance, December 31, 2004 300
Provision 375
Recoveries N
Charge-offs -

Balance, December 31, 2005 675
BSPA acquisition -
Recoveries 5
Charge-offs 163

Balance, December 31, 2006 $512
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Systems, Inc. and Robert M. Holster (Incorporated by reference to Exhibit 10.2(i) to Health
Management Systems, Inc.’s Quarterly Report on Form 10-Q for the quarter ended April
30, 2001 (the “April 2001 Form 10-Q"))
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10.9(ii)

10.10

10.11

10.11(i)

10.12

10.13(i)

10.13(ii)

10.13(iii)

10.13(iv)

10.13(v)

10.13(vi)

10.13(vii)

10.13(viii)

10.13(ix)

10.13(x)

HMS HOLDINGS CORP. AND SUBSIDIARIES
EXHIBIT INDEX

Description

Amendment dated as of February 11, 2004 to Employment Agreement between HMS
Holdings Corp. and Robert M. Holster (Incorporated by reference to Exhibit 10 to HMS
Holdings Corp.’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2004
Stock Option Agreement dated as of March 30, 2001 by and between Health Management
Systems, Inc. and Robert M. Holster (Incorporated by reference to Exhibit 10.2(ii) to the
April 2001 Form 10-Q)

Employment Agreement dated as of January 1, 2003 by and between Health Management
Systems, Inc. and William C. Lucia (Incorporated by reference to Exhibit 10.13 to HMS
Holdings Corp.’s Annual Report on Form 10-K for the year ended December 31, 2002 (the
"2002 Form 10-K"))

Amendment, dated as of December 31, 2005, to Employment Agreement between William
C. Lucia and HMS Holdings Corp. (Incorporated by reference to Exhibit 99.2 to the January
2006 Form 8-K). (

Separation Agreement, dated as of December 31, 2005, between Thomas G. Archbold and
HMS Holdings Corp. (Incorporated by reference to Exhibit 99.3 to the January 2006 Form
8-K).

Leases, dated September 24, 1981, September 24, 1982, and January 6, 1986, as amended,
between 401 Park Avenue South Associates and Health Management Systems, Inc.
(Incorporated by reference to Exhibit 10.13 to Health Management Systems, Inc.’s
Registration Statement on Form S-1, File No. 33-46446, dated June 9, 1992 and to Exhibit
10.5 to Health Management Systems, Inc.’s Quarterly Report on Form 10-Q for the quarter
ended January 31, 1994)

Lease, dated as of March 15, 1996, by and between 387 PAS Enterprises, as Landlord, and
Health Management Systems, Inc., as Tenant (Incorporated by reference to Exhibit 10.2 to
Health Management Systems, Inc.’s Quarterly Report on Form 10-Q for the quarter ended
July 31, 1996 (the "July 1996 Form 10-Q"))

Fifth Amendment, dated May 30, 2000 to the lease for the entire eighth, ninth, and tenth
floors and part of the eleventh and twelfth floor between 401 Park Avenue South
Associates, LLC and Health Management Systems, Inc. (Incorporated by reference to
Exhibit 10.1 to Health Management Systems, Inc.’s Quarterly Report on Form 10-Q for the
quarter ended July 31, 2000 (the "July 2000 Form 10-Q"))

Sixth Amendment, dated May 1, 2000 to the lease for the entire eighth, ninth, and tenth
floors and part of the eleventh and twelfth floor between 401 Park Avenue South
Associates, LLC and Health Management Systems, Inc. Tenant (Incorporated by reference
to Exhibit 10.2 to the July 2000 Form 10-Q)

Seventh Amendment, dated April 1, 2001 to the lease for the entire eighth, ninth, and tenth
floors and part of the eleventh floor between 401 Park Avenue South Associates, LLC and
Health Management Systems, Inc. Tenant (Incorporated by reference to Exhibit 10.1(v) to
the April 2001 Form 10-Q)

Third Amendment, dated May 30, 2000 to the lease for a portion of the eleventh floor
between 401 Park Avenue South Associates, LLC and Health Management Systems, Inc.
(Incorporated by reference to Exhibit 10.3 to the July 2000 Form 10-Q)

Fourth Amendment, dated May 1, 2000 to the lease for a portion of the eleventh floor
between 401 Park Avenue South Associates, LLC and Health Management Systems, Inc.
(Incorporated by reference to Exhibit 10.4 to the July 2000 Form 10-Q)

Fifth Amendment, dated May 1, 2003 to the lease for a portion of the eleventh floor
between 401 Park Avenue South Associates, LLC and Health Management Systems, Inc.
(Incorporated by reference to Exhibit 10.1(vi) to the April 2001 Form 10-Q)

Fifth Amendment, dated May 30, 2000 to the lease for the fourth floor and the penthouse
between 401 Park Avenue South Associates, LLC and Health Management Systems, Inc.
(Incorporated by reference to Exhibit 10.7 to the July 2000 Form 10-Q)

Sixth Amendment, dated May 1, 2000 to the lease for the fourth floor and the penthouse
between 401 Park Avenue South Associates, LLC and Health Management Systems, Inc.
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10.23

10.24

10.25

10.25(1)

10.26

10.27

HMS HOLDINGS CORP. AND SUBSIDIARIES
EXHIBIT INDEX

Description

(Incorporated by reference to Exhibit 10.8 to the July 2000 Form 10-Q)

Seventh Amendment, dated March 1, 2001 to the lease for the fourth floor and the
penthouse between 401 Park Avenue South Associates, LLC and Health Management
Systems, Inc. (Incorporated by reference to Exhibit 10.1(iv) to the April 2001 Form 10-Q)
Sublease Agreement, dated December 23, 1997, between Health Management Systems, Inc,
and Shandwick USA, Inc. (Incorporated by reference to Exhibit 10.1 to Health Management
Systems, Inc.’s Quarterly Report on Form 10-Q for the quarter ended January 31, 1998 (the
"January 1998 Form 10-Q"))

Consent to Sublease, dated December 23, 1997, by 387 P.A.S. Enterprises to the subletting
by Health Management Systems, Inc. to Shandwick USA, Inc. (Incorporated by reference to
Exhibit 10.2 to the January 1998 Form 10-Q)

Sublease Agreement, dated as of January 2003, between Health Management Systems, Inc.
and Vitech Systems Group, Inc. (Incorporated by reference to Exhibit 10.17 to the 2002
Form 10-K)

Settlement Agreement and Release dated February 3, 2005 between the District of
Columbia and Health Management Systems, Inc.

Data Services Agreement, dated August 31, 2005, between HMS Business Services, Inc.
and Accordis Holding Corp. (Incorporated by reference to Exhibit 99.3 to HMS Holdings
Corp.’s Current Report on Form 8-K dated August 31, 2005 (the “August 2005 Form 8-K™))
Accordis Holding Corp. Subordinated Promissory Note dated August 31, 2005
(Incorporated by reference to Exhibit 99.4 to the August 2005 Form 8-K).

Non-Compete Agreement, dated as of August 31, 2005, among HMS Holdings Corp.,
Health Management Systems, Inc., HMS Business Services, Inc., Accordis Holding Corp.,
and Accordis Inc. (Incorporated by reference to Exhibit 99.5 to the August 2005 Form 8-K).
Sublease Agreement made as of the 31* day of August, 2005 between Health Management
Systems, Inc. and Accordis, Inc. (Incorporated by reference to Exhibit 99.6 to the August
2005 Form 8-K).

Transition Services Agreement, dated August 31, 2005, between HMS Business Services,
Inc, and Accordis Inc (Incorporated by reference to Exhibit 99.7 to the August 2005 Form
8-K)

Subcontracting Agreement, made the 31* day of August 2005, by and between Accordis
Inc. and Reimbursement Services Group Inc. (Incorporated by reference to Exhibit 99.8 to
the August 2005 Form 8-K).

Software License Agreement, dated as of August 31, 2005 between Accordis, Inc. and
Health Management Systems, Inc. (Incorporated by reference to Exhibit 99.9 to the August
2005 Form 8-K).

Stock Purchase Agreement, dated August 31, 2005, between HMS Holdings Corp. and
Accordis Holding Corp. (Incorporated by reference to Exhibit 99.2 to HMS Holdings
Corp.’s Current Report on Form 8-K/A dated August 31, 2005)

Asset Purchase Agreement, dated as of June 22, 2006, by and among HMS Holdings Corp.,
Health Management Systems, Inc., and Public Consulting Group, Inc. (Incorporated by
reference to Exhibit 99.1 to HMS Holdings Corp.’s Current Report on Form §-K dated June
26, 2006).

Amendment No. 1 to Asset Purchase Agreement, dated as of September 13, 2006, by and
among HMS Holdings Corp., Health Management Systems, Inc., and Public Consulting
Group, Ine. (Incorporated by reference to Exhibit 99.1 to HMS Holdings Corp.’s Current
Report on Form 8-K dated September 14, 2006 (the *September 2006 Form 8-K)).

Master Teaming Agreement, dated as of September 13, 2006, by and between Health
Management Systems, Inc. and Public Consulting Group, Inc. (Incorporated by reference to
Exhibit 99.2 to the September 2006 Form 8-K).

Credit Agreement, dated as of September 13, 2006, among HMS Holdings Corp., the
Guarantors named therein, the Lenders named therein, JPMorgan Chase Bank, N.A., as
administrative agent, J.P. Morgan Securities, Inc., as sole lead arranger and sole
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Exhibit Description

Number
bookrunner, Bank of America, N.A., as syndication agent and Citizens Bank of
Massachusetts, as documentation agent (Incorporated by reference to Exhibit 99.3 to the
September 2006 Form §-K).

*21 List of Subsidiaries of HMS Holdings Corp.

23 Consent of Independent Registered Public Accounting Firm

*31.1 Rule 13a-14(a)/15d-14(a) Certification of the Principal Executive Officer of HMS Holdings
Corp.

*31.2 Rule 13a-14(a)/15d-14(a) Certification of the Principal Financial Officer of HMS Holdings
Corp.

*32.1 Section 1350 Certification of the Principal Executive Officer of HMS Holdings Corp. The
information contained in this Exhibit shall not be deemed filed with the Securities and
Exchange Commission nor incorporated by reference in any registration statement filed by
the registrant under the Securities Act of 1933, as amended.

*32.2 Section 1350 Certification of the Principal Financial Officer of HMS Holdings Corp. The
information contained in this Exhibit shall not be deemed filed with the Securities and
Exchange Commission nor incorporated by reference in any registration statement filed by
the registrant under the Securities Act of 1933, as amended.

# Filed herewith.
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EXHIBIT 21
HMS HOLDINGS CORP.

LIST OF SUBSIDIARIES

State Of
Subsidiary Incorporation
Health Management Systems; INC. «ccuiciimimsirmniomsdomsinmseiins s ihavssdssasnss viesvsinesnis New York
401 Park Avenue South
New York, NY 10016
M S Business S erv s T i i o T s S s T e R R T e s New York
401 Park Avenue South
New York, NY 10016
Reimbursement Services GIoup InC......ooviiiiiiiiiiii e v e e New York

401 Park Avenue South
New York, NY 10016



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
HMS Holdings Corp.:

We consent to the incorporation by reference in the registration statement (Nos. 333-108436, 333-108445, 033-
05326-99 and 333-139025) on Form S-8 and the registration statement (No. 333-138875) on Form S-3 of HMS
Holdings Corp. of our reports dated March 8, 2007, with respect to the consolidated balance sheets of HMS
Holdings Corp. and subsidiaries as of December 31, 2006 and 2005, and the related consolidated statements of
income, shareholders' equity and comprehensive income, and cash flows for each of the years in the three-year
period ended December 31, 2006, and the related financial statement schedule, management’s assessment of the
effectiveness of internal control over financial reporting as of December 31, 2006 and the effectiveness of internal
control over financial reporting as of December 31, 2006, which reports appear in the December 31, 2006 annual
report on Form 10-K of HMS Holdings Corp. Our report on the consolidated financial statements refers to the
Company’s adoption of Statement of Financial Accounting Standards No. 123R, “Share-Based Payment,” as of
January 1, 2006, and Securities and Exchange Commission’s Staff Accounting Bulletin No. 108, “Considering the
Effects of Prior Years Misstatements and Quantifying Misstatements in Current Years Financial Statement”, as of

January 1, 2006.

/s/ KPMG LLP

New York, New York
March 8, 2007



Exhibit 31.1

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Robert M. Holster, certify that:
I I have reviewed this report on Form 10-K of HMS Holdings Corp.;

2, Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Ty Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s Board of Directors (or other persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date:  March 8, 2007
/s/ Robert M, Holster

Robert M. Holster
Chief Executive Officer




Exhibit 31.2

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Thomas G. Archbold, certify that;
L I have reviewed this report on Form 10-K of HMS Holdings Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to slate a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(1)) for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5 The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s Board of Directors (or other persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date:  March 8, 2007

/s/ Thomas G. Archbold
Thomas G. Archbold
Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Annual Report on Form 10-K of HMS Holdings Corp. for the year
ended December 31, 2006, I, Robert M. Holster, Chief Executive Officer of HMS Holdings Corp., hereby
certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, to the best of my knowledge and belief, that:

(1) such Annual Report on Form 10-K for the year ended
December 31, 2006, fully complies with the
requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) the information contained in such Annual Report on
Form 10-K for the year ended December 31, 2006, fairly
presents, in all material respects, the financial condition
and results of operations of HMS Holdings Corp.

/s/ Robert M. Holster
ROBERT M. HOLSTER
Chief Executive Officer

A signed original of this written statement required by Section 906, or other document authenticating,
acknowledging or otherwise adopting the signature that appears in typed form within the electronic
version of this written statement required by Section 906, has been provided to HMS Holdings Corp. and
will be retained by HMS Holdings Corp. and furnished to the Securities and Exchange Commission or its
Staff upon request.

March 8, 2007



Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Annual Report on Form 10-K of HMS Holdings Corp. for the year
ended December 31, 2006, I, Thomas G. Archbold, Chief Financial Officer of HMS Holdings Corp.,
hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, to the best of my knowledge and belief, that:

(1) such Annual Report on Form 10-K for the year ended
December 31, 2006, fully complies with the
requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) the information contained in such Annual Report on
Form 10-K for the year ended December 31, 2006, fairly
presents, in all material respects, the financial condition
and results of operations of HMS Holdings Corp.

/s/ Thomas G. Archbold
THOMAS G. ARCHBOLD
Chief Financial Officer

A signed original of this written statement required by Section 906, or other document authenticating,
acknowledging or otherwise adopting the signature that appears in typed form within the electronic
version of this written statement required by Section 906, has been provided to HMS Holdings Corp. and
will be retained by HMS Holdings Corp. and furnished to the Securities and Exchange Commission or its
Staff upon request.

March 8, 2007



IOWA SECRETARY OF STATE
MICHAEL A. MAURO

Date: 09/06/2007

CERTIFICATE OF AUTHORIZATION

Name: HEALTH MANAGEMENT SYSTEMS, INC. (490 FP - 147060)
Authorized date: 12/12/1990

i Duration: PERPETUAL

State of Incorporation: New York

I, MICHAEL A. MAURO, Secretary of State of the State of Iowa, custodian -of the

i records of incorporations, certify that the corporation named on this certificate is
¢ authorized to transact business in this state, that the corporation is qualified to do
. business in Iowa on the date printed above, that all fees required by the Iowa

Business Corporation Act have been paid by the corporation, and that the most .
recent biennial corporate report required has been filed by the Secretary of State.
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IOWA SECRETARY OF STATE o
MICHAEL A. MAURO

Certificate Validation
The following certificate was issued by the Iowa Secretary of State.

Certificate ID: C515929
 Validation Date: 9/6/2007 e ]

| Date: 09/06/2007

CERTIFICATE OF AUTHORIZATION i

~ Name: HEALTH MANAGEMENT SYSTEMS, INC. (490 FP - 147060)
. Authorized date: 12/12/1990

i Duration: PERPETUAL !
¢ State of Incorporation: New York o i

% I, MICHAEL A. MAUROQ, Secretary of State of the State of Towa, custodian of the ;
. records of incorporations, certify that the corporation named on this certificate is it

+ authorized to transact business in this state, that the corporation is qualified to do ‘
business in Iowa on the date printed above, that all fees required by the Iowa
. Business Corporation Act have been paid by the corporation, and that the most
: recent biennial corporate report required has been filed by the Secretary of State. i

!
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